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FOREWORD 


T he facts herein set forth were, for the most part, gath- 
ered during a recent residence in Japan and China. Such 
facts were made available to me, and the interpretations 
which I offer were made possible, only because men who are 
active in business, public affairs, and education, gave generously 
of their time and knowledge. There are Chinese, Japanese, and 
Americans and British long resident in the East, who are trying 
sympathetically to understand national policies, and striving 
honestly for an intelligent international polity. There are also 
a few who are held by the traditional thinking that serves the 
purposes of politics for power and exaggerated nationalism. 
On the whole, Japan and China are unusually fortunate in the 
leadership, unofficial though it may be, of those who are ac- 
tively seeking such an intelligent and peaceful adjustment of 
industry and politics as may best secure the vital interests of 
each national society. The identity of these men is not revealed 
here lest this necessarily incomplete report of their searching 
and courageous analyses of the faaors involved should be open 
to misinterpretation. Each would undoubtedly be willing to ac- 
cept responsibility for his own statements, but it is reasonable 
to assume that each would naturally prefer to speak for him- 
self instead of through an interpreter. Consequently the inter- 
pretation here set forth is a composite for which the author is 
alone responsible. It is offered as a possible perspective from 
which to view new episodes which may from time to time arise 
in the East of Asia. 

In the United States the author is indebted, for criticisms and 
for evaluations, to Mr. Grover Clark, to Mr. Toshi Go of the 
South Manchuria Railway, and to Mr. Chih Meng of the China 
Institute. To Professor James T. Shotwell in particular the au- 
thor owes unending gratitude. 

Edith E. Ware 

Troy,N. Y., 

February, 1932. 
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iNmoDucrioN 





INTRODUCTION 


T OO long has the West reveled in the Rudyard Kipling 
attitude toward the Orient as a world beyond the Pale: 
"somewhere east of Suez where the best is like the worst, 
where there ar’n’t no Ten Commandments,’’ was a nineteenth- 
century attitude toward peoples in relation to whom the white 
man felt superior, and, alas, too frequently, was little bound by 
codes of honor involving mutual respect. Trade, force, special 
privilege; markets, raw materials, spheres of interest; spheres of 
influence, special jurisdiction, economic imperialism; these are 
all ways of describing the ambitions for wealth and power that 
have prevailed irrespective of consequences to native peoples, 
to the cultivation of right relationships, or to the fundamental 
well-being of human society. 

Steamships, airplanes, wireless, travel, and acquaintance have 
annihilated that East and that West. No longer can the white 
races consider themselves "humanity par excellence.” In a very 
real sense East and West are meeting. But how? Is the crisis of 
today a measure of future possibilities? Or, is there an escape 
from the misunderstandings of the past by developments in the 
internal life of both occidental and oriental peoples and in that 
structure of international relations which has been built up 
since the World War, of which the outstanding symbol has 
been the League of Nations? 

No answer can or should be given to these questions unless 
something specific and definite is known about conditions in 
China, and about public opinion in Japan. There is no short 
cut to the understanding of the intricacies of an international 
problem. Just as map making involves detailed measurement 
and devious surveys, similarly the plotting of forces and fac- 
tors determining the policies of nations demands detailed 
knowledge of concrete incidents and circumstances, as well as 
an intimate historical and psychological understanding of the 
national attitude of mind. In addition, nations, being groups of 
human beings, must needs have sympathetic approach. 
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A sincere desire to know real conditions in China, which is 
now protesting against the special privileges enjoyed by for- 
eigners within her gates, prompted my investigation into the 
effea of the abolition of extraterritoriality upoii foreign busi- 
ness and. business contractual relationships. This subject, one 
seemingly technical, was chosen because, as will be shown, it 
goes to the heart of the matter of international relationships in 
China today. 

Through these two monographs it is my desire to present to 
the reader a background which will enable him to view the con- 
flicts in Asia from a perspective that is intelligent and objective. 
Such an approach to the complex problems of the Orient is 
necessary to those who would endeavor sympathetically to 
understand the habitual ways of thinking and acting of two 
oriental peoples, and to those who would give due weight to 
developing trends, both in thought and action. Even the effort 
to understand the factors at work in our changing modern 
world is a step forward to the ultimate solution of its major 
problem, which is the realization of a cooperative and peaceful 
world society. 



II 

BUSINESS CONTRACTUAL RELATIONSHIPS 
IN CHINA: 

THEIR BEARING UPON THE 
ABOLITION OF EXTRATERRITORIALITY 




CHAPTER I 


THE ATTITUDE OF APPROACH 

A VERITABLE Chinese puzzle is China itself. Civil war; 
famine; political programs; international politics; 450,- 
L 000,000 potential buyers, a great undeveloped market; 
mineral wealth as yet unmeasured; such primitive conditions 
and such poor methods of communication that interior regions 
practically are more remote from each other and the coast towns 
than are the seaports from Europe or America; and the struggle- 
throughout so desperate that all other theories of existence or 
philosophies of life are forgotten. And yet these are but a few 
of the first impressions. 

Where is one to begin if one is to understand 'The changing 
Chinese” or changing conditions in China? Must one attempt 
to fathom Chinese character and traditional ways, or is it 
enough to understand the externals of a material civilization? 
Is it a matter of industrialization, scientific agriculture, irriga- 
tion, road building, water supply, and waste disposal? If so, it 
is a marvelous field for the application of all the practical sci- 
ences and an outlet for the surplus capital and energy of the 
West which is impoverished by overproduction. 

Such a solution is vigorously advocated by many practical 
business men who have interests in China. Their demand is that 
their home governments cooperate for the maintenance of such 
conditions in China as shall make this material development 
possible. Maintenance of such law and order might mean inter- 
vention. But why not intervene? From their point of view 
merely a threat of activity by the gunboats already lying at 
anchor off Canton or Shanghai or patrolling the Yangtze-kiang 
might be all that would be necessary. Yet that solution, already 
advocated by Hallett Abend in Tortured China, has not been 
tried, nor is there any evidence to encourage its advocates to 
believe that it will be undertaken. Instead, the sudden attempt 
of the Japanese to intermeddle in Manchuria and Shanghai, in 
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the winter of 1931 and 1932, has been frowned upon by the 
whole world. 

Meanwhile disintegration, insecurity, even chaos, continue 
to prevail outside the foreign settlements or regions influenced 
by them. . 

It might be far simpler to attempt to understand the char- 
acter, institutions, and concepts of people on some remote 
planet than to attempt any adequate comprehension of China 
and the Chinese today. It would be simpler for the reason 
that no one would expect people on that remote planet to be 
like ourselves, nor would one assume that they would have 
any of our fundamental concepts, such, for example, as the 
basic political ideas of the Anglo-Saxon world which we call 
the Bill of Eights. Were one undertaking a study of conditions 
on another planet, one would have no preconceived notion of 
what that society would be like; one could, therefore, start with 
an openness of mind that would make such a study compara- 
tively simple. As it is, in approaching either Japan or Cliina 
most westerners have very definite concepts of what civiliza- 
tion is, and unfortunately assume that their pattern is the only 
pattern for society. They have no background for anything 
else; they have studied the history of Europe and America and 
their concepts are those based upon the experience of Euro- 
pean civilization; they have no other knowledge or experience. 
Why should they not assume, quite innocently, that their pat- 
tern can be the only pattern? 

Yet one must abandon conventional thinking and conven- 
tional attimdes, if one wishes to understand conditions in China 
today. He who would attempt to fathom Chinese character, or 
comprehend changing conditions in China, essays an intricate 
problem, the subtlety of which will lead him into a psycho- 
logical analysis of national charaaer, into principles of eco- 
nomics and composite political theories, even into ethnological 
interpretations of cultural trends. He who would understand 
China must have the attitude of a psychoanalyst, the imagina- 
tion to reconstruct a civilization, and the sympathy of a friend. 

Whether we will or no, Chinese conditions — economic, po- 
litical, international— challenge our attention. A wise approach 
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is necessary, for it is here that East and West are meeting. 
Moreover, China is on the frontier of Russia; two rival theories 
for the organization of society, communism and capitalism, may 
be weighed in the balance by a disintegrating nation struggling 
for existence. 

The immediate problem, the one upon which the Chinese 
themselves have been making relentless attacks, is extraterri- 
toriality. Their grievance is that they alone of the nations of 
the world are subject to the humiliation of the distrust involved 
— ^Japan in the nineteenth century, and Turkey in the twen- 
tieth, having freed themselves from that affront to their sov- 
ereignty. 

The irony of fate is that originally, according to history, the 
Chinese of the Celestial Empire conceived themselves to be 
superior to the whole world; all other people belonged to 
tributary states. In early times Chinese would have foreigners 
tried by themselves, in their own courts according to their own 
customs, because Chinese did not wish their own superior civi- 
lization and government contaminated by those whom they 
considered barbarians. 

But after the Opium War in 1842, which followed the de- 
fiance by British traders of China’s prohibition of the importa- 
tion of opium, and the consequent destruction of British prop- 
erty by Chinese officials, matters were changed. The humiliated 
Chinese signed treaties with the British, and soon thereafter 
with other foreign Powers, which allowed the' foreigners to 
settle in certain "treaty ports” in China. The first were Canton, 
Amoy, Foochow, Ningpo, and Shanghai. This was but a defini- 
tive guaranty that these ports which (with the exception of 
Shanghai) had been open to foreign traders from time to time 
since 1518, when the Portuguese traded in or near Amoy, Foo- 
chow, and Ningpo, should remain open for all time. 

Such an opening of these and other Chinese ports had once 
been ordered by imperial deaee, 1685. But since this was a 
u n ilateral arrangement it was not binding; in 1730 Amoy was 
closed to all but Spaniards; and, finally, in 1757 all ports, ex- 
cept Canton, were again closed. Canton had been continuously 
visited by foreign merchants from the very first appearance of 
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European traders along the coast of China: the Portuguese 
came in from Macao where they had been established, paying 
a quitrent, since before the middle of the sixteenth century. 
During the eighteenth cenmry the French (1728), Dutch 
(1762), and English established factories there. By 1784 
Americans were on good footing through the agency of the 
British East India Company, which began to trade in Canton 
in 1638, when they were not welcomed at Macao by the Por- 
tuguese from whom they had received permission to trade two 
years earlier.^ The British East India Company had a monopoly 
of British trade there until 1834. 

The foreign traders lived in faaories which were rented from 
Chinese merchants, who, thirteen in number, formed a "Co- 
Hong,” which had — ^by imperial grant — the monopoly of trade 
with foreigners in Canton. They are a Chinese variant of the 
"guild merchant” arrangements of the Middle Ages in western 
Europe. Each foreign merchant was allotted to a particular 
member of the Co-Hong, through whom alone he could buy 
and sell; and the members of the Co-Hong must be security 
for the foreigners who traded through them. Later on the ob- 
verse side of the piaure is interesting: after 1842, when for- 
eigners seemed to be in control of Chinese international trade, 
when foreign import-export houses and banks were established, 
tliey each employed a Chinese called a "comprador,” who in 
turn guaranteed the reliability of those Chinese who traded 
with the foreigners. 

In 1842 the British acquired the island of Hongkong. This 
became a base for British trade comparable to the Potmguese 
Macao, for which they (the Portuguese) refused to pay rent 
and from which they banished the Chinese customhouse in 
1849. Within the treaty ports open in 1842 and since, definite 
areas have been set aside for the use of foreigners, where they 
have lived under their own laws. These areas were called con- 
cessions; sometimes they were foreign colonies, sometimes sim- 
ply leased areas. Shameen is a very interesting example. Origi- 
nally this was a marshy island in the Pearl River off Canton. 

1. These dates may be open to question. I have accepted the dates of the 
Chinese account as givm in The China Year Book, 1931. 
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In 1861 it was leased to French and British; one end is now a 
crown lease to the British sovereign, the other the French Con- 
cession. For these a quitrent is paid to the Chinese. Around the 
marsh foreigners built a wall — a jetty; they drained and filled 
in the area, planted trees, and built storehouses, banks, and 
dwellings. Today a park with tennis courts, well-paved streets, 
and comfortable European dwellings comprise the foreign set- 
tlements of Canton; they are guarded by foreign gunboats — 
American, British, French, Japanese, and Portuguese — flying at 
anchor in the river. Among the treaties of the early forties, 
there was one between the United States and China which is 
typical of others.^ In this it was arranged that if Chinese citi- 
zens were guilty of any criminal acts toward citi 2 ens of the 
United States, they should be arrested and punished according 
to the laws of China; reciprocally, if citizens of the United 
States should commit crimes in China, the same should be tried 
and punished by the consul, or other public functionary of his 
own nation properly authorized, according to his own national 
laws. This was so arranged, it is explained, because Chinese 
methods of treatment of criminals, and laws covering the same, 
were very different from what foreigners were accustomed to 
at home. To provide the machinery for this system of extra- 
territorial jurisdiction, the United States Government created 
a Consular Court (of which the consul or consul-general is 
judge) in each consular district; and in 1906 Congress created 
the United States Court for China, a court of original and ap- 
pellate jurisdiction over all American citizens in China. This 
court was opened in Shanghai in 1907. Great Britain, France, 
and other nations, whose citizens were interested in trade in 
China, had similar treaties and created similar consular courts; 
the British also have a special Court for China, with appellate 
jurisdiaion, located in Shanghai. 

From time to time treaty, ports in China were opened to for- 
eign residents until they totaled sixty-nine, and eleven ports, 
voluntarily opened by the Chinese, called trade marts.* In treaty 

2. This is the famous treaty made by Caleb Cushing, signed at Wanghia, 
July 3, 1844. G. W. Keeton, T^e Development of Extfa-territonality in China, 
I, 177-187. 

3. This is the statement authori 2 ed by the United States Department of Corn- 
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ports foreigners have been permitted to reside, lease land in 
perpetuity, and set up business establishments. In the voluntary 
ports or trade marts resident foreigners may lease property for 
a restricted number of years, usually thirty. Only within these 
designated settlements may foreigners live and hold property 
even on lease. Exception, however, has been made from time to 
time in the case of missionaries who have gone into the in- 
terior: they have been given special permission to reside there 
and to hold property for their schools, churches, and dwellings.* 

Within the concessions, colonies, or compounds where for- 
eigners are allowed to reside, they live under their own law — 
law of a regulatory local character, or the law of the nation 
which holds the concession. If an American, for instance, lives 
in a French concession, he lives under French law; if in a 
Japanese concession, he lives under Japanese law; if in British 
territory, he is under British law. American concession areas 
have been relinquished in accordance with American declara- 
tions in favor of the territorial integrity of China. 

Extraterritorial rights and privileges of any foreigner apply 
irrespective of the nationality of the concession areas; they ap- 
ply to both civil and criminal cases, and are within the criminal 
or civil law of the foreigner’s own nation. 

This twofold arrangement — concession areas in which for- 
eigners live under their own civil law and regulation, and con- 
sular courts which function under foreign law instead of under 
Chinese law — seems to the Chinese to give to the foreigners 
special privileges and advantages in China. It is the old issue 
oi imperium in imperio. 

The National Government of China, also called the Nanking 
Government, has, throughout its existence, contended vigorously 
and incessantly for the abolition of the special privileges of 

merce in China, "Trade Promotion Series,” No. 38 (published 1926). Hhe 
China Year Book (1931), p. 272, lists forty-seven treaty ports, trade marts, 
and customs stations opened by treaties; in addition there are three which were 
opened by imperial decree in 1898. Since 1903, thirty-one towns or cities, in- 
cluding two in Tibet, have been opened to trade. (Earlier, in 1860, Kashgar was 
opened to Russian trade, and in 1898 Woosung was declared open.) 

4. The extraterritoriality enjoyed by the missionaries in the interior of China 
is described by Nathaniel Pefier in China, the Collapse of a Chilization, pp. 
71-74. For the amount of property held by missionaries in China, see Grover 
Chrk, Economic Rhalries in China, pp, 48 S, 
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foreigners in China, for the abrogation of the unequal terms of 
the treaties made after 1842, and for the abolition of extra- 
territoriality. In their speech and also in their thinking, Chinese 
include them all in the term "abolition of extraterritoriality.” 
This objective has been held to be essential since the beginning 
of the Republic; abolition of foreign rule was its slogan: first, 
the abolition of Manchu rule; secondly, the abolition of foreign 
privilege. The first was accomplished with the establishment of 
the Republic, in 1912; the second remains a challenge to the 
present national government. Nanking’s political merit, or the 
political merit of any government in China today, will be 
measured in large part by its successful approach to this objec- 
tive. Since this is the fundamental issue they have raised in 
international relations, it seems fitting, perhaps almost neces- 
sary, to inquire what may be the eflfea of the changes demanded 
upon the stams of foreigners and foreign business in China, or, 
more particularly, upon their business contractual relation- 
ships, all of which the old order was assumed to safeguard. 



CHAPTER II 


WESTERN LAW AND CHINESE PRACTICE 

A S early as 1902 and 1903, even before the establishment of 
the Republic, the Chinese protested against the stigma 
/ of extraterritoriality. They were told by the Powers that 
as soon as they had laws and courts like those of the West, then 
the Powers might withdraw the special consular jurisdiction 
maintained for the protection of their citizens. As a result of 
these first negotiations the United States, Great Britain, and 
Japan agreed by treaty that they 'were prepared to relinquish 
extra-territorial rights when satisfied that the state of Chinese 
laws, the arrangement for their administration, and other con- 
siderations warrant” such action.^ At the Fourth Plenary Ses- 
sion of the Washington Conference, 1922, a resolution was 
adopted in which the Powers pledged themselves 

to inquire into the present practice of extra-territorial jurisdiction in 
China, and into the laws and judicial system and the methods of judi- 
cial administration of China, with a view to reporting to the Gov- 
ernments of the several Powers above named findings of fact in regard 
to these matters, and their recommendations as to such means as they 
find suitable to improve the existing conditions of administration of 
justice in China, and to assist the further efforts of the Chinese Gov- 
ernment to effect such legislative and judicial reforms as would war- 
rant the several Powers in relinquishing, either progressively or other- 
wise, their respective rights of extra-territoriality.^ 

A commission for the adjustment of details which met in Pe- 
king from January to May, 1926, failed to arrive at any definite 
arrangement. This failure is, in part, attributed to the very un- 
stable character of the republican government then existing in 
China: the Peking Government was practically defunct (its 
collapse was recognized in June, 1926) ; and the Chinese Re- 

1. John V. A. MacMurray, Treaties and Agreements Concerning China, 
1894-1919, 11, 374, 414, 431, 743. 

2. Conference on the Limitation of Armament, Washington, 1922, Froceed- 
ings, p. 1644. 


WESTERN LAW AND CHINESE PRACTICE 15 

public in Canton,® which called itself the Nationalist Govern- 
ment, had not extended its control very far either to the north 
or to the west, where provincial Tuchuns, who were virtually 
military dictators, had extensive jurisdiction. 

Throughout the various vicissitudes of government in re- 
publican China a Law Codification Commission has continued 
to work. In collaboration with several Ministries of Justice it 
has been sitting since 1914; it has been reorganized twice; Dr. 
Wang Chung-hui — delegate to the Washington Conference, 
1921; elected Judge of the Permanent Court of International 
Justice in 1930; President of the Judicial Yuan, October, 1928 
— ^April, 1931; and Minister of Justice under the Nanking Gov- 
ernment until April, 1931^ — ^has from time to time been its 
president or chairman. Laws promulgated by the former Peking 
Government were published by that Government in 1922 ; four 
supplements appeared, 1924-27. Since 1927 laws promulgated* 
by the National Government in Nanking have been published 
and translated. The brief record of accomplishment given in 
The China Year Book, 1929-30, bespeaks an industry untiring 
and intelligent.® The present code has been patterned on con- 
tinental European codes; especially French and German; the 
new Chinese Criminal Code, in particular, is copied from the 
West. Chinese law, especially the Manchu Codes, were in- 
cluded whenever applicable to contemporary conditions. Cus- 
tomary regulations were given due consideration. Regulations 
suited to modern business and industry, and industrialized labor 
conditions, instituted in imitation of those of European nations, 
in particular, have been embodied. Wherever old Chinese codes 
and customs were applicable, they were followed; new penal- 
ties, however, were often substimted for old. The whole is an 
intricate composite which is designed to meet modern Chinese 
conditions with modernized Chinese law. 

3. This government in Canton is sometimes spoken of as the “Soviet Re- 
public of China,” not by Chinese, but by westerners, who would thereby indi- 
cate the character of its organization in distinction from the usually accepted 
concepts of republican government. This is done by Holcombe in his Chinese 
Revolution, chs-p. m. 

4. The resignation of Dr. Wang Chung-hui was not accepted by the Nanking 
Government. He was appointed to the same positions in the reorganized Chinese 
Government of December 28, 1931. 

' ■■■■ . 5 . P.'771.:- 
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The process of imitation of western law, whenever it was 
deemed necessary, has not been as simple as it sounds; in some 
instances it has been nearly impossible, because the Chinese 
language has not the characters with which to express foreign 
legal concepts. Since, however, the Japanese had already 
achieved the westernization of their law, Chinese scholars 
studied the characters used by them to express the foreign 
ideas; this was of assistance because Japanese written charac- 
ters were originally borrowed from the Chinese. Thus, using 
the Japanese translation as a key, the Chinese have created 
their present code of western law. This, in turn, has been trans- 
lated into English, the second language of China, to be made 
available to the foreigners. A comparison of the English trans- 
lation of the Chinese Code with the original laws, or Eng- 
lish translations of the same, revealed the astonishing fact that 
in the process of translation into Chinese the real ideas of the 
original statutes had often been lost. The obvious reason, that 
the Chinese have no language for expressing concepts which 
they themselves have not evolved, is indicative of something 
very fundamental. It is clear that in this compilation of laws — 
including many borrowed regulations, which are the crystal- 
lization of a foreign experience— two civilizations are meeting; 
they have no common language for as yet they have no common 
experience. When this faa is comprehended, immediately the 
question arises: Can borrowed laws ever work satisfactorily in 
this alien environment? 

Naturally, the question is as yet unanswered; meanwhile, the 
code making continues. The sincerest efforts are being made by 
scholars, both Chinese and English, who know the Chinese lan- 
guage, to get a workable body of law. The result, in the ab- 
stract, is very creditable considering that the amount that is 
borrowed or recently promulgated is not evolved entirely out 
of their own group experience. In this instance law is anticipat- 
ing a civilization, an inversion of the usual practice: for back 
of the newly adopted code there has been no Chinese defini- 
tion of fundamental principles, such as were embodied in the 
Bill of Eights, which were antecedent to legislation in the mod- 
ern Anglo-Saxon world. 
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The Nanking Government was created by a group of Kuo- 
mintang leaders (September 15, 1927) who expelled the com- 
munists and appointed an Executive Committee. The Govern- 
ment was controlled by a Standing Committee; Chiang Kai- 
shek, who had earlier denounced the communist government 
in Hankow, formerly allied himself with the Nanlang group, 
and became its effective military leader. The Standing Com- 
mittee at Nanking appointed five ministers who inaugurated 
the national administration; this continued under the presi- 
dency of Chiang Kai-shek from 1928 until December, 1931. 
The National Government derives its mandate from the Cen- 
tral Executive Committee and Central Supervisory Committee 
eleaed by the National Congress of Kuomintang delegates. 
This government by committees of a political party is no more 
indigenous to China than the westernized legal code, or system, 
that is being adopted. Nor is there a generally accepted theory, 
or common consciousness back of the present Kuomintang 
party. That party in China was built on a foreign model, im- 
planted on Chinese society, and is, therefore, as alien as west- 
ern codes of law. Moreover, the party government inspired by 
the Russian model, and the legal system derived from Europe, 
come from systems of society which differ fundamentally from 
each other. In reality two different organizations of society — 
western European and Soviet Russian — are being imposed upon 
the native Chinese. 

Idealists may dream that the two alien conflicting theories 
of government will be harmonized with the Chinese; and that 
their resultant organization of society in China will so success- 
fully combine the best of the East and the West as to become a 
model for all nations. This, they hope, in conformity with the 
historic patriotism of Sun Yat-sen, will restore China to a posi- 
tion of leadership among nations. There may be a basis for 
such hope in the fact that units of local government within 
China itself are suited to the semisoviet political organization 
that the National Government of Nanking would develop: the 
former district government under a magistrate, for example, 
was very much influenced by the gentry of the community who 
really acted as a supervisory committee. For this reason mod- 
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ern committee government fits into the older local govern- 
ment.® The disintegration of society in China throughout the 
last decade — a disintegration which is political, economic, and 
social — ^makes almost any ideal reorganization of society seem 
utopian. .Nevertheless, intelligent Chinese leaders have been 
attempting to build -within China a new order that shall be 
essentially Chinese, its roots in the past, its branches extending 
into the iaternational world which surrounds them. 

In praaice the Nanking Government have been accepting in 
their legal code detailed regulations borrowed from the West 
or modeled on western practice; they have consciously built 
their code to meet the needs of foreigners within their borders 
in order to satisfy the western Powers; to these they have added 
new rules for the regulation of their own society, especially in 
those particulars in which it is being westernized and indus- 
trialized. All this they have incorporated into a systematized 
collection of their old laws and customs. Nevertheless, the new 
codes give clear evidence of western influence. In former times 
the family group, from the eldest grandparent to the youngest 
grandchild or great-grandchild, was a unit of society both so- 
cial and economic; but it was more, it was a unit of government 

6. How much is borrowed, how much is indigenous, in the present national 
government of China is a matter upon which experts differ. Mr. Grover Clark, 
for instance, who knows Chinese local organization and Chinese history as 
sympathetically as any modern Chinese, insists that the Kuomintang organiza- 
tion goes back to old Chinese forms of guild organization even more than to 
the Russian models — ^in spite of the fact that names of parts of the organiza- 
tion are derived from Russian sources. Mr. Clark contends that the relation of 
the Central Executive Committee to the rest of the party organization, and of 
the Kuomintang, as such, to the non-Kuomintang population, parallels quite 
closely the relation of the emperor and his immediate associates to the rest of 
the officials, and the relation of the officials to the people as a whole, under 
the old Chinese system. He says: ’‘The republican forms borrowed in 1912 
were fundamentally alien — the committee forms and the dictatorship by the 
party are fundamentally in line with old Chinese practice. This, to my mind, is 
the principal reason why the republican forms failed completely while the newer 
forms give some signs of being workable."’ There are, on the other hand, promi- 
nent, influential Chinese known to the author, who are not as convinced as is 
Mr. Grover Clark that the Kuomintang dictatorship is well suited to Chinese 
ways. Whether Professors Holcombe and Corwin are right that the framework 
of government under Nanking has been imported as were republican forms 
under the republican government in Peking or whether Mr. Clark is right, 
there is, notwithstanding, one fundamental fact of real importance today: it is 
that the Chinese leaders, bankers, teachers, scholars, are not so bent on imitating 
the West as they are on creating a modern, virile, Chinese China. 
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for the regulation of conduct as well. Equality or independence 
of members was undreamed of, equality of the sexes in inherit- 
ance or division of inheritance was unknown. New ideals of 
individual liberty in a social sense, and individual property 
rights, both of which are contrary to all Chinese tradition, are 
provided for in the new codes. The migration of individuals or 
parts of families to industrial centers and their employment in 
mechanized factories have created new circumstances for which 
there is no customary regulation or protection. These changing 
conditions which have come about as China has become in- 
dustrialized on western lines have necessitated regulations such 
as characterize similar conditions in the West. There were no 
mores to care for the situation. To the present, the newly cre- 
ated code, designed to meet non-Chinese conditions, remains 
for the most part something quite external to inherited Chinese 
conceptions of relationships, and a unification of the two types 
of conception, occidental and oriental, seems at present far 
distant. 

The effort of reformers to impose the framework of the gov- 
ernment of the West, including its legal system, has been char- 
acteristic of the Chinese Republic from its inception. The con- 
stimtion of 1912 and that of 1923, in spite of a slight modifica- 
tion of the latter to fit it to Chinese customary government, 
failed in part because the young foreign-trained Chinese, who 
formulated them, knew the constitutions and laws of the West, 
and had forgotten, or perhaps — ^because they were educated in 
foreign lands — did not know well the minds and age-old ideas 
and praaices of their own people. Their efforts failed; they 
seemed not to be suited to Chinese conditions. In view of the 
numerous experiences and failures since China became a re- 
public (1912), people may well wonder if the present attempt 
at a western codification of law and western judicial practice 
will succeed. If it does succeed, will the imposition of a legal 
system hasten the westernization of China and determine the 
character of its future civilization.^ Or, will the welding of for- 
eign law and local practice create something new; something 
more adequate than either for the re-creation of Chinese civi- 
lization? Interesting as such speculations are, time alone can 
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give the answer. The student of public affairs, at any rate, must 
endeavor to comprehend present circumstances and practices 
under the new laws. 

If the concepts of the West are to be engrafted upon Chinese 
society and government in the future, then, certainly, funda- 
mental principles inherently Chinese should be consciously de- 
fined. Expediency, which has meant the adoption, in part, of a 
ready-made legal system for the accomplishment of an imme- 
diate purpose — the abolition of extraterritoriality — can hardly 
be adequate to the building of a nation, or its national law. 

If there are such principles discoverable they must be found 
in the recent history and present practices of China. They will 
be ascertained by inferences from a somewhat detailed examina- 
tion of facts. 

We may begin by recalling the major objecdves of the revo- 
lution that has been taking place in China within the last gen- 
eration. With the purpose of preserving China for the Chinese, 
the two primary objectives were freedom from Manchu rule 
and freedom from foreign domination. The former was accom- 
plished in 1912 with the setting up of the First Republic after 
the overthrow of the Ch’ing dynasty. The latter is being 
gradually accomplished. Foreign domination has been steadily 
lessened until it now comprises only special privileges and 
exemptions within special areas under foreign control. In order 
to attain full recognition of their sovereignty the Chinese are 
now demanding surrender of the special areas — crown leases, 
colonies, concessions — ^within which foreigners live under their 
own police proteaion and regulation, and where foreigners, in 
control, levy taxes on foreigners and Chinese alike. They also 
demand the nullification of the extraordinary jurisdiction 
whereby foreigners in China are proteaed by their own laws 
in their own courts, known as extraterritoriality. These objec- 
tives are based upon the desire of modem Chinese that China 
shall be treated as a nation among nations; they embody the 
specific conditions the Chinese have conceived to be essential 
to the realization of Chinese sovereignty. 

This proposed change is objeaed to by the foreigners con- 
cerned. Champions of foreign business, especially the legal- 
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minded, argue that such legal reform as has been insdtuted to 
meet foreign demands, and, thus, to enable Chinese law and 
administration to replace foreign legal jurisdiction in China, is 
merely a collection of rules, and that the whole lacks the guar- 
anties for the security of life, liberty, and property which are 
essential from their western point of view. The westerner 
frankly prefers to live under his own laws administered by his 
own nationals; even another European legal system holds un- 
certainty and would fail to satisfy him. Naturally, therefore, he 
prefers his own laws and courts to those which a state in the 
process of revolution may be able to establish. It is hard, fur- 
thermore, for the occidental to have the patience or the con- 
• fidence which the Chinese have in the ultimate success of their 
revolutionary government; the foreign business man wants se- 
curity as he knows it, and he wants it now. 

If we would deal fairly with this point of view we should 
ask if there is any political philosophy inherently Chinese that 
can give backing to their attempt to create a judicial system 
adequate for the needs of foreigners within their borders. In 
such case we must look to the teachings of Sun Yat-sen which 
are embodied in his writings — The Three. Principles of the 
People, and The Five Power Constitution, in particular — and 
which have become the fundamental ideas of the present stage 
of the revolution. These the business man may not comprehend, 
for the framework of the Chinese Government is not like any 
with which he is familiar. Moreover, political conceptions and 
practices essentially Chinese are so blended with borrowed 
ideas, which we call the Political Science of the West, that the 
westerner finds it all very strange: it is alien; it is not his way; 
he does not trust it. 

A supreme party, the Kuomintang, whose Central Executive 
Committee direas the party, and whose Central Political Coun- 
cil supervises the government and interprets the law, is reaUy 
the government of China; various councils and committees like 
"a system of interlocking direaorates dominated by a narrow 
oligarchy of party politicians and generals” are at present di- 
reaing the National Government of the Republic of China. 
This is to continue for a so-called "Period of Tutelage” or until. 
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through education deliberately undertaken, a sufficient number 
of men shall be trained for positions of leadership, and until 
the education of the people shall have created an intelligent 
citizenry who shall be able to function in a self-governing state. 
As soon as that shall have proceeded far enough for the estab- 
lishment of local and provincial governments under capable 
leaders chosen by the particularly trained citizens, then it will 
be possible to say that the Period of Tutelage is over; and a 
central government will be established according to the prin- 
ciples defined by Sun Yat-sen in his Five Power Constitution.'' 
All this seems inadequate to praaical business men who are in- 
terested in the maintenance of conditions just like those of the 
West. 

Moreover, the existence of a State Council, and Five Yuans, 
as distinct from the committees and councils already mentioned, 
yet created by one of them, the Central Executive Committee of 
the party, makes it all seem involved to the westerner, who has 
his own ideas of what republicanism and democracy are and 
should be. The Five Yuans are the Executive Yuan, the Legis- 
lative Yuan, the Judicial Yuan — like the conventional depart- 
ments of government at the West — and added to these the 
Examination Yuan and the Control Yuan — which are derived 
from old Chinese ideas and praaices. The Examination Yuan 
is to provide for a permanent civil service as a department of 
government; this in turn shall provide for a modern civil- 
service examination system and designate persons qualified for 
office. The Control Yuan, which may impeach officers and audit 
accounts, preserves the old Chinese practice of a Board of Cen- 
sors within the government whose duty it is to keep all depart- 
ments to an accounting. But when the chairmen of the yuans 
and heads of ministries are members of the State Council, or 
even of the Legislative Yuan on occasion, when the heads of 
ministries and chairmen of commissions are members of the 
Executive Yuan, it appears to the foreigner that the Five Power 
Constimtion is quite different from the executive, legislative, 
and judicial departments of government as he knows them at 

7. Holcombe, The Chinese Kevolutioni chzp, xx, describes in detail the Pe- 
riod of Tutelage. 
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home. This overlapping of personnel and departments is quite 
different from the practice of separation of the powers in gov- 
ernment at home which he conceives to be fundamental to all 
government. 

The program for the political education of those who are to 
become officials, and for the political education of the citizens 
who are ultimately to choose their officials from those trained 
and qualified to hold office, is good in theory; the ideal that 
government shall not be the tool of business but shall so direct 
capital, modernize industry, and develop the natural resources 
of the country according to the scientific advice of experts that 
the economic rehabilitation of China shall be achieved, is one 
worthy respect. But when these are held as preliminary to the 
return of China to her place as leader and teacher of other na- 
tions, which she has always conceived to be her destiny, then it 
all seems very vague and visionary to the foreigner content with 
the status quo ante. In fact, fruition of such revolutionary hopes 
seems to be too remote to merit consideration in the everyday 
world of business affairs; especially since the present govern- 
ment, the Nanking Government, in the Republic of China has 
been struggling for existence from its beginning. (For a time 
it was maintained with the aid of the strong hand of Chiang 
Kai-shek.) Furthermore, the worship of Sun Yat-sen^s spirit 
and the adoration of his ideas as law and gospel, give the 
*’hard-boiled” business man little confidence that something is 
being created in the Chinese mind which is superior to practice, 
to which practice must conform, something comparable to the 
western concept of law, positive and supreme, to which state 
and society must conform. A political system in the making 
might win more confidence if the military stage were passed, 
and if the experimental government at Nanking were suffi- 
ciently secure to put into execution the educational programs 
throughout the local units and administrative districts. Educa- 
tion is undoubtedly necessary during a transitional period— the 
Period of Tutelage— before revolution and evolution shall have 
reached maturity. 

Meanwhile, those who would attempt to understand the 
problem of extraterritoriality, especially in regard to business 
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contractual relationships, may well ask: What will be the fate 
of the new code, and the practices under it, especially when 
both are being accepted by a government that is, in itself, new, 
and in the throes of revolutions of one sort or another? Can a 
legal system set up under such circumstances be adequate to 
either Chinese or foreign needs until it is well fitted into the 
newly established government? Furthermore, can it replace con- 
sular jurisdiction for the foreigner? Or will it, in the process of 
time, create new conditions which, in turn, may contribute to 
the transitional period in China by facilitating contacts with 
the West, with the result that the government, when estab- 
lished under the Five Power Constitution, shall be as adequate 
to the reconstruction of China as if the remodeling had been 
done along purely western lines? 

It is necessary to turn to an investigation of the status quo for 
our answers. By describing what is really happening under the 
new code, and by isolating the successful business practices in 
China today, it may be possible to ascertain how much these 
impinge upon extraterritoriality. From such observation it may, 
also, be possible to ascertain how essential extraterritoriality is 
to the foreigners and how disastrous to the Chinese; how disas- 
trous its abolition would be to the foreigner and how advan- 
tageous to the Chinese. 

It is natural that the establishment of the new system should 
be comparatively easy on the coast, because there the Chinese 
have long had knowledge of the foreigner and experienced his 
strange ideas and alien practices; moreover, some Chinese are 
themselves experienced in foreign ways. But the establishment 
of the new system in the interior will be very difficult, for here 
the foreigner and foreign ways are little known; the new legal 
system will be an entirely new experience, and the result may 
be quite alien to western practice. Again, we may ask, if the 
practice of the courts even in the coastal areas is far from defi- 
nite, what will be the effea upon business relationships of a 
much more modified practice in the hinterland? The answer to 
this as to the other questions must be sought in a description 
of the relationships now practiced by successful foreign business 
in China. Before attempting an evaluation of the probabilities 
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in general, or probabilities in the interior in particular, it is 
first necessary to understand the working of the new system in 
the coastal areas where the foreigner is now resident. 

In order to safeguard justice for the non-Chinese and thus 
meet the conditions required of them by the foreign Powers 
looking to the abolition of extraterritoriality, the Chinese Gov- 
ernment has done more than complete a code. Special provision 
is to be made, in the larger cities, for the trial of foreigners 
who may be resident there after extraordinary consular jurisdic- 
tion is abolished. Plans recounted to me by Minister Wang 
Chung-hui, in the winter of 1931, provide that ordinary courts 
are to have a special bench, with an especially qualified judge 
presiding, for the trial of foreigners. In case of appeal there 
shall be three judges; the last appeal shall be to a Supreme 
Court in Nanking which shall be presided over by five judges. 
This Supreme Court together with an Administrative Court, a 
Court on Disciplinary Treatment of Officials, and the Ministry 
of Justice are all to be direaly under the control of the Judicial 
Yuan, one of the powers in the Five Power Constitution. In 
order to insure adequate administration of the new courts 
which are being established throughout the provinces as fast as 
possible, Nanking is training lawyers for judgeships which are 
to administer the new code: during 1931, 189 trained judges 
were to be graduated; previous to 1931 there were 150 ad- 
ministering the new laws. The more important courts in the 
seaports where foreigners are most numerous are to be pre- 
sided over by foreign-trained Chinese. Herein is an interesting 
example of a project for fulfilling the educational program dur- 
ing the Period of Tutelage. Moreover, it is also suggested that 
this program of education shall include the employment of for- 
eign experts to serve in an advisory capacity until the Chinese 
shall become experienced. 

No practical precautions seem to have been taken for fair 
or reasonable treatment between arrest and trial. Champions of 
China’s legal reforms argue that the codes provide for prompt 
hearings after arrest. Here is an illustration of precisely the 
point which we have been trying to make, namely that the 
letter of the law is one thing, and that the practice is quite an- 


26 BUSINESS AND POLITICS IN THE FAR EAST 

other. On technical points the procurators have frequently post- 
poned trials. "Torture of crime suspects in efforts to force them 
to confess” could be the headline reporting an investigation of 
police practices in various cities in China as well as in New 
York.® . 

What result the rivalry between the Nanking and Canton 
factions during 1931 may have upon the personnel of leader- 
ship and consequently upon the program for courts and judges 
is, of course, unknowable. That struggle has seemed chiefly a 
matter of personalities. Under the new personnel of govern- 
ment, which contains disciples of Sun Yat-sen, governmental 
policies already inaugurated may be continued in order to put 
reality into his ideals. 

Plans for the future, however, are less our concern than facts 
of the present. There is a new code, but that, obviously, is only 
part of the story. The law must be administered by Chinese 
judges. Even judges trained for the special responsibility of ad- 
ministering courts under the new law have naturally an in- 
heritance of ideas from their Chinese environment. Moreover, 
they must function in a Chinese world. It is necessary, there- 
fore, at the very beginning to realize that law in China today 
has not been the crystallization of Chinese experience or opin- 
ion, as has been true of the growth of common law in the 
Anglo-Saxon world. Formerly, Chinese codes of law were codes 
of punishment for certain acts which were laid down for their 
territories by dukes and provincial lords. Thus, definite law was 
considered barbarous and associated with punishment; deci- 
sions of magistrates were determined by what was meet and 
expedient. There was never any conception of enforcing law 
which was superior to the moral agency of the magistrate. 
Moreover, it must be remembered that former magistrates and 
officials were literary men whose conception of their own func- 
tion in the community was "the cultivation of right relation- 

8. Headline, New York Herald-Tribune, August 11, 1931, announcing the 
content of the Wickersham Report on the Third Degree. ' 'Punch in the face, 
slaps in the jaw, whipping, kicking, hitting, choking, ... are administered to 
prisoners who are thought to be concealing information as to crime. ...” This 
could be applied to Chinese lawlessness in law enforcement, and probably for 
similar reasons— acquiescence and even encouragement from officials. Sometimes 
it is merely due to the brutality of the police. 
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ships” ; their judgment according to moral values took the place 
of law. To quote Wang Chung-hui’s phrase, Chinese legal con- 
ceptions are based on the assumption that decisions, both civil 
and criminal, should be "on the basis of the equities of the 
situation rather than on the technicalities of the law.” When 
the magistrate was brought to a civil case, he looked on him- 
self, and the parties concerned looked on him, as an arbitrator 
rather than as a judge in the western sense. 

Respectable people didn’t go to law; law was only for the 
punishment of certain definite offenders. The praaice of test 
cases for the definition of principle and the setting of precedent 
was, therefore, until recently, absolutely unheard of. Even now, 
although a case or decision may become a precedent, the de- 
liberate bringing of a test case is beyond their horizon. Law as 
the epitome of community experience, law positive and su- 
perior, regulatory in its charaaer, law the tool for setting prece- 
dent or standard, such law was formerly unknown, and is now 
seldom understood; certainly, it is not generally accepted. Law 
to the Chinese is merely a tool for the use of some agent in 
government. 

Let us illustrate the practice in regard to business relations 
in particular; Suppose a customer has failed to meet his obliga- 
tions to a creditor. If he is a friend of the creditor — ^which is 
probably the reason why he does business with that particular 
firm or individual — the creditor will not press for collection by 
legal process ; this would be looked upon as punishment, and 
it would mean the end of the friendship and of future business. 
Instead, the firm will have patience and help the debtor meet 
his payments. Both will come out fairly well. When, on the 
other hand, such a case is taken to court it is difficult to get 
clear-cut decisions. The bringing of a case against a man puts 
a stigma upon him, for the Chinese cannot conceive of law as 
impersonal; they cannot think of any human relationship as im- 
personal. Moreover, in older Chinese thinking "law never ap- 
plied to a gentleman.”® The surest way not to get a settlement 

9. This is in conformity with the Confucian ideal: the government of men 
versus the government of law, which is fundamental to the struggle between 
the West and China. When you tamper with the law you touch the whole so- 
cial structure of the Chinese. 
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is to appeal to the court, such an appeal "would aeate the pre- 
sumption, in the minds of the Chinese, that the appellant is try- 
ing to force an essentially unfair settlement.”’-® Furthermore, it 
never seems to a Chinese possible that all the wrong should be 
on one side. Formerly, therefore, if a case went definitely 
against one party, it might happen that the loser would be 
given a dinner in order to save him from feeling the onus of the 
decision. Again, it may happen that the judge will not give a 
decision at all but determine upon a compromise, as in the case 
of a man brought to a magistrate because he had not paid thir- 
teen dollars rent he owed his landlord. The judge sent the 
parties away to adjust the matter. When they returned without 
settlement, he commanded the renter to pay seven dollars and 
fifty cents. To the landlord he said: "The man owes you, I 
know, but you don’t need it and he does; divide with him; I 
can understand the renter, I am one myself.” 

Now that the Chinese are adopting western law, it is per- 
tinent to ask if these former concepts and practices, just illus- 
trated, have undergone any modification? The answer may be 
found in another illustration: the new factory law and its ad- 
ministration in the new Municipality of Shanghai.’’^ New con- 
ditions of employment are developing with the establishment 
of larger factories incident to the industrialization already be- 
gun in China. The new factory law enacted for the regulation 
of such conditions, carries no penalties for its violation; the 
matter is left to the judgment of the mayor: the idea being that 
the factories should carry out the easy terms of the law, and 
submit reports in regard to progress toward the fulfilment of 
the law. Both employers and employed may report to the mayor 
if the law is difficult to enforce; the law is enforced in so far 
as, in the judgment of the mayor, it seems permissible to do so. 
Some Chinese will explain that the law thus becomes the basis 
for the cultivation of right relationships. However that may be, 
it is quite clear that the new law is used not as a fiat with penal- 
ties for disobedience, but merely as a goal for changing condi- 
tions of industry. 

10. Grover Clark. 

11. The Mumdpality of Shanghai is the present all-inclusive term for the 
Chinese city, the International Settlement, and the French Concession. 
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Another innovation to western practice, such as is suggested 
by the mayor exercising judgment concerning the administra- 
tion of a law, is that administrative officers frequently act in a 
judicial capacity. Under the present organization of government 
in China, a large part of the administration is the -responsi- 
bility of bureaus. These bureaus make rules and regulations in 
relation to matters with which they are concerned; it is also 
their business, naturally, to administer these laws. The bureau 
officials, moreover, exercise arbitrary authority; from their dis- 
cretion concerning the enforcement of their own regulations 
there is no appeal. Thus, in practice, administration of justice in 
China is not always within the formal jurisdiction of the courts 
which might measure the circumstances by the letter of the law, 
and penalize for any deviation; it is, instead, a matter of the 
best possible regulation within existing conditions; in brief, it 
frequently happens that adjudication is not administration of 
justice as known at the West, but is administration of govern- 
ment. It has no connection with the new European law courts 
nor with the courts presided over by modern trained judges. 
Justice is a matter of administration; an administrative officer 
is the judge. This may be adequate and wise from the Chinese 
point of view. The western business man or lawyer, on the 
other hand, fears the practice: conditions to them seem in- 
tangible, uncertain, unpredictable; should a bureau so legislate 
as to affect business adversely, or should an administrative offi- 
cer so interpret the rulings, there is no redress such as a western 
system would provide. Business relationships that might be in- 
fluenced by bureaus would, therefore, be determined by the 
policy of administrative officials of government. If they should 
be experts according to the ideals of Sun Yat-sen, all might be 
well, but, until they are, results may be disastrous to business, 
foreign and Chinese. 

We may not stop here; there are other modifications of West- 
ern practice. Not only are administrative officers judges; judges 
are, in practice, administrative officers. When a case comes up 
for trial, it may appear that the law is applicable to conditions 
quite alien to those existing in China, or the law may be too 
exacting for the specific local conditions. Whenever this is true. 
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which is usually the case, the Chinese judge adjusts the situa- 
tion, as best he can, in relation to the law as the goal; in true 
Chinese fashion he makes the best compromise in his judgment 
possible between the law as the standard and conditions as 
they are.- One may call it pragmatism, or, again, one may ex- 
plain it as the persistence of the age-old Chinese conception 
that the magistrate, who is also the judge, is responsible for 
“the cultivation of right relationships.” From the modern west- 
ern point of view, however, the discretion of the judge, in such 
case, takes the place of law; the judge is not a judge of cir- 
cumstances under the law, instead the judge is an administrator 
of the law. Moreover, the present government in China looks 
to its judges, as to all its officials, to do their best for the es- 
tablishment of the new order, and for the realization of its pur- 
poses. The judge must of necessity carry out the policy of gov- 
ernment. 

Under such circumstances of administrative necessity, when 
the principle of the separation of the powers of government is 
not held to be of as primary importance as the maintenance of 
the government during this period of transition, the Period of 
Tutelage, another concept, cherished in the West, must be 
omitted: an independent judiciary may not be expeaed; it can- 
not exist. In addition there are other influences brought to 
bear which make it next to impossible for judges to be impar- 
tial dispensers of justice. A few illustrations will show the dif- 
ficulties the modern well-trained, honest Chinese judge faces. 
In a recent case in Peiping (Peking) , a judge, who had courage, 
withstood popular furor for the conviction of two Chinese 
doaors whose patient had died. In this instance the doctors 
offended particularly because they had performed an autopsy, 
which is, to the old Chinese, a shocking innovation of modern 
science. In spite of the fact that both the ministrations of the 
doctors and the autopsy were with the knowledge and consent 
of all but one member of the family, who was resident at too 
great a distance to be consulted, the subsequent protest of this 
absent member resulted in the arrest of the physicians. Imme- 
diately the matter was taken up by Chinese everywhere; the 
Chinese press demanded conviction. The judge, notwithstand- 
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ing, was independent of all popular clamor and traditional 
thinking; he adjudged the facts of the case according to the 
law; the physicians were released. In another case in Foochow, 
however, three judges in succession resigned rather than pro- 
nounce decision because it was inevitable that the verdict 
should be against an influential party. And in Shanghai, a judge 
who decided against a physician accused of misappropriation of 
funds was removed because important Chinese were offended 
at the decision. 

However much these practices exist in western countries, they 
are contrary to the theory of the proper administration of jus- 
tice, In China, however, they are suiSflciently familiar to create 
apprehension on the part of foreign residents for the security 
of life and property under Chinese judicial practice. In brief, 
legal systems, transplanted into China, do not function there as 
they do in their native environment. Therefore, foreigners ask 
what will happen to business and business relationships if they 
are brought under the Chinese law as it is practiced? This is 
the familiar, insistent question of the "Shanghai-minded,’' who 
wish to live and do business under the same guaranties they 
enjoy in their native lands. For these reasons they prefer to 
continue to reside in special areas under the protection of the 
law and the courts of their own nation; they vigorously protest 
any change which shall affect the staUis quo ante. How much 
of this attitude is psychological, an unreasoned fear of change, 
how much is justified, can be ascertained only after a descrip- 
tion and analysis of business relationships now existing in a 
legal environment such as has just been suggested. 

There is also the question of political justice. Sometimes it 
is diflSicuit to be sure to which group a case belongs, political 
or criminal. Examples of high-handed methods used by the 
Nanking Government further disturbed confidence in the win- 
ter of 1931; they added materially to foreigners' fears of Chi- 
nese jurisdiction. One of these cases demonstrates that it is 
quite possible for persons to languish in jail without being 
brought to trial. It was feared that without extraterritoriality 
it might happen to foreigners as well as to Chinese. Five salt 
merchants, Chinese, were charged with corruption in connec- 
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tion with a surtax levied in 1900. Documents relative to the 
affair no longer exist, and Dr. Wang Chung-hui, head of the 
Judicial Yuan, admitted that no proof of guilt had been found 
against them; nevertheless, they were detained in Nanking 
without trial for two years; three, survivors of the five, are still 
in prison. The reason may be assumed to be political. The ef- 
fect, however, was damaging when the Government was boast- 
ing of the establishment of model justice. 

In theory the Minister of Justice has claimed that ordinary 
persons should be brought to trial within a definite period 
after arrest. In practice, however, there seem to be innumerable 
reasons for delays; the procurator may even postpone present- 
ing the accused to the court; meanwhile, the accused remains in 
the hands of the police, who are sometimes brutal.^^ In such 
case great hardship and injustice are inevitable. 

A second case of high-handed methods is that of Hu Han- 
min, who was subject to special party discipline. Perhaps it 
should have no place here. It is included, however, because it 
is interesting and because it had disastrous effects upon the 
attitude toward Nanking of foreigners, who do not always dis- 
criminate between revolutionary or political measures and 
routine administration. Hu Han-min, deposed head of the 
Legislative Yuan, was detained, virtually a prisoner, in Nan- 
king, in March, 1931. When Chiang Kai-shek justified this de- 
tention at a weekly memorial meeting to Sun Yat-sen, he said: 

Being a life-long follower of our late party leader. Comrade Hu 
has a clear grasp of our late leader’s teachings. He has often exhorted 
his colleagues and comrades to obey such teachings 'and sacrifice their 
personal liberty in order to attain the freedom of the nation. The ques- 
tion whether Comrade Hu is really enjoying freedom in his personal 
movements is therefore one of no great importance. 

In this connection it should be clearly remembered that the 
present National Government has been struggling for the 
maintenance of its authority, both by civil war and administra- 
tive methods. Such incidents are not without precedents in the 
history of other nations. Did not President Lincoln, during the 
Civil War, suspend the writ of habeas corpus? Moreover, po- 

12. See above, p. 26. * 
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litical interference has been known in courts in the West even 
in peace times. Experienced and successful foreign lawyers prac- 
ticing in Chinese courts admit that political factors are known 
to modify justice there as well as in Pittsburgh, New York, or 
elsewhere, and for similar reasons, but say that such , interfer- 
ence is not excessive. Naturally, such statements will vary in 
degree from place to place. Flagrant cases of injustice to per- 
sons of alien birth are on record in courts of the United States ; 
it may happen in China. Decisions against Germans in minor 
traffic accidents have appeared to be vindictive — the Chinese 
have not forgotten the indemnity in the form of the concession 
in Shantung which was demanded for the murder of two Ger- 
man missionaries in 1898. If, however, we would deal fairly 
with Chinese efforts for a newly reformed code and judicial 
practice, we should eliminate as far as possible from our dis- 
cussion the cases where political influence modifies justice; for 
our purpose we should keep within the specialized field of 
business relationships. 

Dismissing political exigency, therefore, and the extraordi- 
nary procedure resulting, the situation still remains tinique. 
Western law is being copied, but its administration is not west- 
ern, it is Chinese. Under governmental machinery now existing 
much legal regulation is bureaucratic and beyond the jurisdic- 
tion of the courts, or is purely a matter of administrative dis- 
cretion. In consequence the adoption of western laws even 
within departments, does not necessarily mean western theory 
and practice, it may mean something quite different. Positive 
law to which even the magistrate must conform in his deci- 
sions, positive law in the western sense, does not exist. Western 
law which means one theory and practice in the West, when 
adopted in China often means something quite different; actual 
legal judicial praaice, administered in China by Chinese, is 
C^ese. Must extraterritoriality, therefore, be retained for the 
security of business relationships in China? 



CHAPTER III 


THE OBLIGATION OF CONTRACT 
CHINESE CONCEPTION AND PRACTICE 

I N the matter of contracts we have another picture of con- 
flicting ideas and practices. The law of contract, incorporated 
in the new Chinese Code of westernized law, may be tex- 
tually adequate; the divergence is in its enforcement. In the 
first place, the judge may consider the circumstances in the case 
to be such that a compromise settlement would be better than 
a decision; in that instance it is very difficult to get the letter 
of the law enforced according to occidental practice. Suppose 
the contrary to be true, suppose the judge pronounced judgment 
against the offending party. To western experience this would 
seem to end the matter, for according to western usage the 
court decision would have backing and the judgment would be 
executed. That does not necessarily follow in China. Of course, 
it is understandable that Chinese authorities might not be will- 
ing to enforce the judgment of a foreign court. This has been 
noticeable in an important case in Tientsin: the United States 
Court for China in Shanghai issued an order for the seizure of 
a cargo belonging to the American Oriental Banking Corpora- 
tion which a Russian (an American citizen) had stored in a 
German company’s godown or warehouse. Since the warehouse 
belonged to Germans, who are without extraterritorial privi- 
leges, the case came under Chinese jurisdiction. Nothing hap- 
pened^ — ^three months elapsed and the cargo still rested in the 
German godown. Americans were impatient; they felt the de- 
lay was due to the inability of the Chinese administration to 
function adequately; had it been British, Italian, or French 
jurisdiction, the order would have been executed promptly. 
The comment of the Minister of Justice in Nanking is that the 
National Government is not recognizing the jurisdiction of 
foreign courts in China, and will not, therefore, execute their 
decisions. This is understandable in the present political strug- 
gle against the exercise of foreign sovereign rights in China. 
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Nevertheless, it is also true that the execution of a judgment 
rendered by a Chinese judge in a Chinese court against a Chi- 
nese is frequently delayed. In Foochow, for instance, a judge 
refused to order the sale of property for the execution of a 
judgment because the property would bring only 30,000 taels 
if disposed of under forced sale. The judge believed the prop- 
erty to be worth 100,000 taels; he would not, therefore, order 
the sale, which would incur loss to the owner of the property. 
Nothing could be more Chinese than this. It does not seem 
fair to a Chinese judge to force a sale and cause a loss, there- 
fore such judgments remain unexecuted. If the plaintiff were a 
foreigner, there might be political reason for such decision, but 
the same would be true if the plaintiff were Chinese; the delay 
is, in reality, due to the persistence of Chinese concepts and 
practices within the newly adopted judicial machinery. 

It is argued by Chinese that when the special privileges of 
foreigners are removed, the Chinese courts and officials will 
take pains to give satisfaction to the foreigner in order to jus- 
tify their insistence upon Chinese sovereignty, if for no other 
reason. These intentions we believe to be sincere on the part 
of those who make them, but that noble few cannot control the 
thinking and local prejudices throughout even the coastal areas 
of China where foreigners are resident. The code itself, and 
judicial practice in general, may be technically correct, but it is 
inevitable that local circumstances or tradition will modify, if 
they do not nullify, the correa practices. Quite obviously, the 
adoption of western law and the appointment of trained judges 
cannot remake the Chinese world any more than putting on a 
new uniform can make a soldier. If the Chinese themselves per- 
ceive the advantage of the adopted system; if they adopt it be- 
cause it serves them, not because it is the way of the West, or 
the way westerners think Chinese should follow; and if pro- 
visions for the regulation of contemporary Chinese life are in- 
corporated in it — then the adopted system may have value both 
to the Chinese and to the foreigner. 

We shall comprehend the whole matter better if we under- 
stand the Chinese methods of procedure before the inaugura- 
tion of western legal practices, which procedure persists as a 
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parallel practice today. First, it must be made quite clear that 
the Chinese law of contract is not a law of contract in the west- 
ern sense; it is a law of obligation. If a judge does not hold a 
man to a contraa, it is because the judge does not believe that 
the terms of the contract should be an obligation, or because he 
knows Chinese public opinion would not so consider it. Sup- 
pose a firm of standing finds itself indebted to a bank to the 
extent of $50,000, which it cannot at the moment pay. A deci- 
sive procedure would be regarded as an unwarrantable affront 
to the honor of the firm. Instead, perhaps friends of the firm 
will advance $10,000 and guarantee the balance; the firm will 
be given five years in which to pay its indebtedness. At the end 
of five years an accounting will be made, and further com- 
promise agreed upon; this process will be repeated until the 
matter is finally settled to the satisfaction of all parties. The 
affair is treated as a personal matter, not subjea to any au- 
thority external to the parties concerned. Should the circum- 
stances differ, should a business man go through bankruptcy 
according to western legal practices, the Chinese creditors 
would refuse to recognize the settlement; they would pursue 
the family of the bankrupt for payment; they would demand a 
settlement of gradual payment according to a compromise of 
their own maldng instead of the bankruptcy settlement of the 
court. To take another instance, if a native bank should fail 
to meet its obligations to a big foreign bank, like the Hong- 
kong and Shanghai Bank, the guild of native bankers might 
help out the native bank and full payment could be made in 
time. But should the Hongkong and Shanghai Bank appeal to 
the court, the native bankers would do nothing. They would 
not help meet payment or adjust losses; in fact, they would 
embarrass the situation as much as possible; and the Hongkong 
and Shanghai Bank would get less out of the bankruptcy pro- 
ceeding than by dealing through the guild of native bankers. 

Chinese scholars in the field of economics, especially if they 
live in the north of China, will say that guilds are no longer a 
real factor in Chinese life; they are a matter of academic in- 
terest only. In the south, however, guilds still function. They 
are no longer, as they once were, the real basis of local eco- 
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nomic organization, for guilds, like the rest of Chinese society, 
have disintegrated. But groups of men in the same business 
will work together and frequently help each other out. If a 
community has prospered and attempted some organization of 
its economic life, the guild or group of guilds may appear as a 
Chinese Chamber of Commerce.^ Formerly, the local guild 
through a committee was frequently called upon to adjust mat- 
ters between merchants who were members of the same guild; 
or chairmen of different guilds adjusted matters between mem- 
bers of their respeaive guilds. Committees of the newly or- 
ganized Chambers of Commerce frequently function in this 
capacity. Thus, the adjudication of business disputes has been 
and is beyond the jurisdiction of courts, new or old. One may 
parallel this practice with similar practices in the West which 
have been developed, especially within the last decade, to 
avoid the expense, delays, and pitfalls of judicial procedure. 
Such development in the Chinese Chambers of Commerce, 
however, is not borrowed from the West, it is indigenous. 

It is interesting to note in passing that Germans, since their 
extraterritorial privileges were withdrawn, have used their 
Chambers of Commerce, or committees thereof, as courts of 
adjustment between their members, instead of going into Chi- 
nese courts. They are, therefore, closer to the Chinese in their 
practices of arbitration than any other foreigners. 

It is true, as we have already said, that it is in the south 
rather than in the north that the old Chinese guild persists. 
Yet it is also in the south that western bankruptcy law is prac- 
ticed. This inconsistency is characteristically Chinese. Along- 
side the guilds, the members of which assist each other in get- 
ting customers and collecting payments, there exists a situation 
that is entirely different. In Canton western influences have 
long been strong, and western practices have been initiated. It 
is from this region that Chinese have migrated in greatest num- 
bers, and it is to this region that Chinese with foreign expe- 
rience have remrned. In this area it is reported that voluntary 
bankruptcy has been practiced, leading to the accumulation of 
wealth. But this is not the result of the imposition of western 

Iv Gf. Peffer, op. eit., pp. 128-130. 
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law; it is the result of the adoption of a western device which 
individual Chinese have seen to be workable to their own ad- 
vantage. Elsewhere the older concepts hold: When individual 
Chinese are involved, the family or guild are held responsible 
or hold the other party responsible, and are satisfied only with 
such adjustments as they themselves make. In general the for- 
mal legal methods of procedure of the West are possible only 
between western or westernized firms or banks; beyond that 
they do not work satisfactorily. 

The Chinese president of a large export-import house once 
put the Chinese point of view with reference to contracts in the 
following terms, paradoxical to the West but reasonable to 
the Chinese. He argued that if a firm or individual business man 
is good, is dependable, and has long been in good standing, his 
paper is good and, therefore, there is no need of a paper con- 
tract. If, on the other hand, a paper contract appears to be nec- 
essary to safeguard uncertainty, the party is weak and the paper 
is really no good. It costs too much, and there is too much delay, 
to work through the courts. This well-established firm, there- 
fore, maintains an independent position — ^it chooses with whom 
it will deal, and its relations are determined on the basis of 
friendship and experience. The new codes and courts do not 
figure in its world — ^they are extramural, so to speak. This com- 
pany does, however, have a written memorandum of the con- 
ditions of each transaction, which it calls a contraa. This, al- 
though it is not used as a basis for legal process, does provide 
for the adjustment of differences concerning any transaction by 
arbitration. In reality this document is intended to protect the 
company- — ^which prefers ordinary Chinese methods of per- 
sonal guaranties and compromise settlements— from being 
taken into the new courts. The point of view of this business 
executive could be duplicated so many times that it may be 
taken as, in general, applicable to business dealings among 
Chinese inside China. 

However, a somewhat similar point of view is held by Chi- 
nese doing export business. The head of a successful exporting 
house, for example, refuses to enter into contract with its New 
York buyers. The argument in this case is that the contract. 



THE OBLIGATION OF CONTRACT 39 

signed or not signed, is no good except to embarrass the ex- 
porting house; circumstances of employment in China, beyond 
the control of the exporter, determine what can be done, con- 
traa or no contract. If the workers do not live up to their 
agreements, if the firm cannot get the goods delivered as per 
order at a certain date because of the disturbed conditions of 
the country, the firm cannot ship the designated quantity 
within the time allotted. This exporting house refuses, there- 
fore, to sign any contract which might involve any penalties or 
guaranties. It offers its record of honest and prompt service as 
sufficient guaranty that an order will be fulfilled to the linait 
of its power. Last year thirty-three thousand bolts of linen were 
received, goods were embroidered, made, delivered, according 
to specifications and within the time set. There was a contraa 
in honor but not in law. 

It is also interesting to know that an American company 
having dealings with Chinese corporations involving large 
sums takes the same position toward contraas as that of the 
Chinese importer. A contraa is a memorandum of the transac- 
tion. The conditions are invariably fulfilled, often in spite of 
adverse circumstances; they are fulfilled not because of the con- 
tract but because of the obligation. A cynic might say, it is good 
business to meet the terms of one agreement in order to get 
another. Howsoever that may be, the fact remains that obliga- 
tions are fulfilled; it is to be remembered that this firm knows 
its clients and is convinced of their business honor before busi- 
ness negotiations are entered upon. In export business certain 
modifications of this practice should be noted. When the ex- 
porter does not have regular clients, as indicated above, ex- 
porting is not done under contraa but under irrevocable letter 
of credit. Standardizing of goods in China has been difi&cult and 
uncertain; the foreign bank, through which the money transac- 
tion takes place, does not trust to the exaa fulfilment of any 
contraa; it will not assume responsibility for such fulfilments; 
goods purchased must be paid for in advance, and the contract 
is then regarded as fulfilled. This is frequently the practice of 
Chinese banks also. Where there is lack of confidence in export 
business, there cash is required; where there is confidence, or 
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reputation meriting confidence, a "contract” is required but 
serves simply as a memorandum. 

Similarly a cash guaranty on imports is often required. This 
practice is general when Chinese are importing for Chinese who 
have no bank reserves; it is also true when the parties are not 
well known to each other, are not tried and proved, or when a 
firm is known to be weak or uncertain in its payments. In such 
cases an order for goods to be imported will be accepted only 
when 10 per cent or 20 per cent is paid in advance of the order. 
This is called marginal price or bargain money. This margin is 
estimated as coverage for fluemating exchange or price change; 
it is supposed to cover expenses until goods can be unloaded 
and accepted; it is also guaranty against loss should the buyer 
fail to accept the goods on arrival, which would necessitate re- 
sale in the open market for the 80 per cent of the cost still due 
the importer. By such means all possible loss to importing 
house or bank is covered before either will rake an uncertain 
venmre. Machinery is always so covered at times even to 50 
per cent of the price, because machinery, which is not general 
merchandise, but is usually ordered for specialized purposes, 
perhaps even under specifications for particular conditions, has 
little chance of resale. When a high marginal price is exacted, 
however, it is usually accepted, even if prices and demand have 
changed since the order was placed. Here it is quite evident 
that we have a prepaid penalty against the breaking of what 
might, in other circumstances, have been a contract. 

Chinese business, like business the world over, is done on 
credit; the difference is in the kind of guaranties. Most Chinese 
business depends upon friendly relations, or cash guaranties, 
not on law in the western sense. 

In practice there is sometimes a combination of methods — 
modern legal methods and old customary Chinese ways. This 
may be called a transitional stage, or this combination of 
methods might be taken for the characteristic Chinese method 
of compromise, according to circumstances. There is an interest- 
ing illustration in the story of a Chinese broker or distributor 
who found himself financially involved and threatened with 
bankruptcy. He owed an American company two or three thou- 
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sand dollars; the American in charge had, for many years, been 
a good business friend to his Chinese customer. The broker, 
therefore, forewarned the American not to be alarmed at 
rumors of bankruptcy because he would receive payment for all 
consignments in full before the proceedings. This in, very fact 
happened; the entire sum owed the American manager was 
paid to him two days before bankruptcy was declared. Payment 
was made where friendship required. Bankruptcy proceedings 
prevailed where there was no obligation of friendship. 

The practices of buying and selling just described proceed 
without any regard to extraterritoriality. For that reason they 
enable us to see why it is that business men and bankers, both 
Chinese and foreign say: "Business never has depended upon 
extraterritoriality”; "Anybody can do business; extraterritori- 
ality is politics.” Business in China functions in a world of its 
own. 

Relationships between foreigners are not under discussion 
here; these have functioned according to western legal prac- 
tice in consular courts. Since the World War the Germans, 
Austrians, and Russians have been without extraterritorial 
rights and hence have come under Chinese law. Of these the 
Germans are most concerned with business in China, and are 
of especial interest to us. Their status without "extrality” (the 
vernacular for extraterritoriality) is naturally of interest in 
view of the threat of nullification of all extraterritorial privi- 
leges by January, 1932. Extraterritoriality, as already defined in 
chapter i, means the right of foreigners to be tried in their own 
consular courts in China; when described from the Chinese 
angle, however, it means that foreigners with extrality privi- 
leges do not live under Chinese law in China, but under their 
own national law which functions as sovereign within certain 
limits and discounts the sovereignty of China. The issue to 
them is quite clearly imperium in imperio. With extraterri- 
toriality abolished all persons within CWna will be under Chi- 
nese law. The special areas in which foreigners live — conces- 
sions, crown leases, colonies, or the International Settlement in 
Shanghai— -because they are under foreign police protection, 
have enjoyed added security. Foreign Minister C. T. Wang 
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predicted that by January, 1932, "unequal” treaties, or the 
clauses of treaties, granting special privilege or extraterritorial 
rights would be abrogated. With such abrogation the Chinese 
have assumed that the foreigners’ privileged position, through 
consular jurisdiction and within special areas, would be ended. 
In this connection, therefore, it is interesting to inquire if the 
Germans are especially handicapped, or if their business pro- 
ceeds as does the business of those at present enjoying protec- 
tion under the special treaties? 

In attempting to answer this question it must be remembered 
that the leading German firms have been long established; they 
have well-trained Chinese staffs who know the Chinese business 
world, and who determine with whom it is safe and profitable 
to trade. In the beginning all foreign firms had compradors, or 
business managers, who were held responsible for the business 
transactions of Chinese with the firm; these compradors were, 
in reality, the equivalent of the modern sales manager plus 
credit insurance. More recently the comprador is being super- 
seded, for reasons which will be discussed later. When there is 
no comprador the foreign manager deals with such customers 
as are accredited by reputation or by members of the Chinese 
staff; he also deals with dependable Chinese brokers who are 
buyers and frequently guarantors for small purchasers on the 
coast and inland. The firm endeavors to safeguard all transac- 
tions by so-called contracts, which, as has been indicated above, 
are descriptive of the terms and conditions of each transaction; 
these written memoranda are known to the Chinese as dongs. 
German firms, in their contracts, or dongs, with the Chinese 
make this provision: "In case of a dispute arising out of this 
contract same to be settled out of court by arbitration.” Thus, 
they safeguard themselves, as do the Chinese, from the delays 
and uncertainties of the Chinese courts. Germans, in particu- 
lar, fear that decisions might go against them because they are 
Germans, or penalties might be excessive for the same reason. 
There are some indications that Chinese might take revenge 
upon them for what other foreigners have done to Chinese at 
other times and under difiFerent circumstances. Negotiations 
through their Chinese representatives seem to the Germans to 
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be surer, and, at the same time, more satisfactory to the Chinese 
themselves, whose friendship is coveted as a business asset. 
Thus the Germans succeed as the Chinese themselves succeed 
by methods known to the Chinese. By fair dealing the Germans 
endeavor to avoid complaint, and in practice they live in an 
extralegal world in relation to western law. 

An interesting fact, noteworthy in this connection, is that the 
new Chinese Code lacks provision for arbitration in business 
affairs. It contains laws passed by the Legislative Yuan pro- 
viding for arbitration in labor disputes, and for arbitration in 
domestic relations, but none for business relationships. The ex- 
planation seems to be that there is nothing radically new in 
business conditions. Laws have been promulgated to meet 
change where it has occurred: in manufacturing, labor is now 
employed on a large scale in factories using power machinery, 
instead of according to the simpler conditions of domestic in- 
dustry; in domestic relations and matters of inheritance, laws 
have been provided to safeguard new concepts of individual 
rights in relation to the family group. But special laws for 
arbitration in business disputes have not been considered nec- 
essary by the lawmakers of Nanking; methods of exchange of 
commodities continue little modified except by modern banking 
techniques which are practiced because they are useful, not be- 
cause they are required by law. 

Arbitration for the adjustment of business disputes has long 
been practiced in China in a somewhat modified form; but in 
such a case the matter is said to be adjusted by compromise, 
and the procedure is slightly different from the semilegalized 
process of arbitration. This custom may partly explain why 
formal arbitration with Chinese has not been found to be sat- 
isfactory. In practice there are other faaors which have con- 
tributed to the frequent unsatisfactory results from attempted 
arbitration. In the first place it has not been possible to hold 
Chinese to arbitrate a grievance against them which might arise 
out of a business transaction described in a contraa; the reason 
given has been that there is no Chinese law providing for the 
arbitration of business disputes. In cases where arbitration has 
been entered into, if the Chinese party has not liked the award 
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he has refused to fulfil it; he has justified his action in the fact 
that there is no Chinese law or legal interpretation obligating 
Chinese to fulfil the terms of the settlement. A famous inci- 
dent, in Foochow, of attempted arbitration between Chinese 
and the importing house of Anderson & Meyer (an American 
firm) illustrates the situation. The Chinese were dissatisfied 
with the award. When they protested to the Chinese court it 
ruled that since there was no law requiring Chinese to accept 
an arbitration award, even though they had so agreed when the 
arbitration was undertaken, the Chinese party did not have to 
accept it. 

On the other hand, one hears of successful cases of arbitra- 
tion between foreigners and Chinese, even when the Chinese 
are the losers. "In such cases, if the arbitral decisions seem to 
the business associates of the Chinese concerned — ^those who 
make up his business community — to be essentially fair, the 
award will be met. Otherwise probably not.” Early in 1931, for 
example, a claim which a foreign shipping company had against 
a Chinese salvaging company was arbitrated. Dr. George Sel- 
lett. United States District Attorney in Shanghai, who had been 
invited to serve on this special board, rendered the award; the 
Chinese paid up. There seems to be no general practice one 
way or the other; arbitration fails and arbitration succeeds; it 
depends, as do most things in China today, on the good will of 
the parties involved. In the matter of arbitration as in the mat- 
ter of fulfilling contracts there is no written law, exterior to 
the individuals or circumstances, which is supreme.^ 

Formal arbitration then, according to western methods, is not 
very successful, except between Germans and those who have 
no special courts through their own Chambers of Commerce. 
But adjustment by compromise according to Chinese practice is 
quite common; if it is done by a Chinese representing the for- 
eign firm, and done in the Chinese manner, it is fairly suc- 
cessful. 

2. "There is a very powerful customary or common law to which, through 
the Ghinese business communiiy, appeal can be made to secure enforcement of a 
fair arbitral decision. The ‘equities of the situation’ will be held by the Chinese 
business community practically always, though the technicalities of the law will 
be ignored. I speak from personal experience” (Grover Clark). 
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A common complaint of the foreign business man in China 
today is that the Chinese do not keep contracts ; goods ordered 
are not accepted when they arrive. The reasons given by the 
Chinese are characteristic of them, and both amusing and irri- 
tating to the western mind. They say that conditions change be- 
tween the placing of the order and the delivery of the goods: 
prices fall or exchange goes up; perhaps there is less demand 
for the goods ordered than was anticipated; any number of 
reasons may be advanced which, to the Chinese way of think- 
ing, should free the purchaser from the obligation of receiving 
the goods. All this annoys the foreigner, who explains that 
when the occidental signs a contract he seems to believe that 
something has really happened and that "no power can change 
it unless it meets a higher law or an act of God.” To the Chi- 
nese, as has been indicated, the contract is assumed to be a 
memorandum of the terms of the agreement in the past tense. 
Three months later if the circumstances have changed he does 
not necessarily hold himself to the contract. This attimde — that 
the contract is really a memorandum of the terms of the trans- 
action — ^is accepted by foreign firms which are successful in 
business with Chinese. The character of the parties, not the 
contract, really determines the fulfilment of the obligations; 
when neither believes he can afford the effect upon his business 
integrity of failure to meet all obligations, then the contraa is 
fulfilled. This is especially true of modern Chinese banks and 
well-established import-export houses; contracts are fulfilled, 
not to get business, but to maintain scrupulous conformity to 
correct business technique and to maintain their standard of 
business honor — certainly not because they are contracts im- 
posed by western law. 

In the good old days it is said that the word of a Chinese 
was as good as his bond; it is still true within certain limits. 
Conditions of modern business have been very unstable; prices, 
market demand, and general conditions of trade change more 
rapidly now than formerly. Sharp praaices of foreigners who 
came to China to get rich quick taught the Chinese to watch 
out for themselves; contraas — ^introduced by those eager for 
profits, and intended by them to safeguard themselves against 
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any possible loss from any variation in the market prices or 
demand — usually caught the Chinese to his disadvantage ; when 
any deviation from the circumstances on the day of the contract 
occurred the Chinese was usually the loser. Chinese, therefore, 
sought tyays of avoiding the disadvantages thus incurred. They 
took this ground: If the circumstances change, the terms of the 
contract are therefore modified. This reasoning supplied them 
with complete protection against any contract which might be- 
come disadvantageous to them. It must be acknowledged that 
business morals seem to be less high than formerly, the world 
over. High-pressure salesmanship has its safeguards and its 
traps; business deals, in New York City, let us say, are sharp 
and not always square; praaices of foreign business in China 
cannot be exempted from such criticism. The Chinese have been 
exploited; now, many of them are doing as they have been done 
by. In other words, Chinese have learned from experience with 
western practices; they safeguard themselves. 

Another fact to be taken into consideration is that in the 
earlier days business was limited to such Chinese as were ac- 
credited by the comprador, who was held responsible for the 
fulfilment of agreements. Fewer risks were taken. Recently, be- 
cause of the pressure for markets, foreigners themselves have 
been taking risks; they have dealt direaly with less well- 
accredited Chinese; business has been more miscellaneous, less 
select; old conservative conditions of security have been aban- 
doned on both sides. Today a new order is demanded. Success- 
ful foreign business in China, as we shall see in chapter v, is the 
business that is done along expert scientific lines; it is also that 
which is skilfully adjusted to its environment. In addition to all 
this, if foreign business is to succeed in China in the future it 
must be ready not only to adjust to Chinese conditions, but to a 
much-needed new international comity and polity. To quote the 
very wise United States Commercial Attache in Shanghai, Mr. 
Julian Arnold, there must be "appreciation by the individual of 
the responsibilities of trustee-ship in the conduct of modern 
business.” 



CHAPTER IV 


THE WESTERNIZING OF CHINESE 
BUSINESS PRACTICE 

T he Chinese have learned the business methods of the 
West in spite of themselves — sometimes to their ad- 
vantage, sometimes to their discredit; they have also 
learned to their profit, and they have entered upon their own 
regeneration. They are imitating what they believe will be to 
their own advantage: it may be import-export business long 
monopolized by the foreigner; it may be international banking. 

For a long time the banking of China, in a modern sense, 
was in the hands of foreigners and foreign banks. Today many 
foreigners in China are doing business through modern Chinese 
banks. More than that the modern Chinese bank has found its 
place in the international trading world. It is the one great 
Chinese institution that has accepted the standardized, expert 
technique of the modem business world, and functions success- 
fully. This is an achievement of which the Chinese may be 
justly proud. 

In the field of banking Chinese have learned modern western 
methods of their own volition; they learned banking technique, 
not because it was required of them for the protection of other 
nationals, as was tme of the adopted codes and court procedure, 
but because it was to their own advantage. Then, too, modern 
banking, being a practical matter without accumulated tradi- 
tions and rules for human relationships, would seem to be 
easier to imitate and practice than is the case with law and 
judicial procedure. 

Nevertheless, the modern Chinese bank has its roots in the 
Chinese business world with its customary ways and personal 
reladonships which are what they are because Chinese society 
has been what it is for five thousand years. The branches, if we 
may carry out the figure, may spread far in the free air of scien- 
tific, objective business procedure according to principles of 



48 BUSINESS AND POLITICS IN THE FAR EAST 


banking, but its roots are restrained by the varied strata of per- 
sonal relationships, guild associations, family obligations, ad- 
justments of obligation through compromise, and many other 
elements not altvays recognizable or understandable by one of 
alien training and experience. The modern Chinese bank is, be- 
cause of this simation, definitely, even consciously, the liaison 
agent, or the "go-between,” fitting the claims, demands, and 
methods of one business system into those of the other. Man- 
agers of the best of these Chinese banks acknowledge their re- 
sponsibility for the educadon of Chinese in expert, scientific, 
impersonal business methods according to accepted rules. It is 
a self-imposed responsibility, conceived by them as a patriotic 
duty. 

All Chinese banks acknowledge that in China money is 
loaned on friendship and reputation as much as, or more than, 
on collateral; this is the age-old Chinese method. In the Bank 
of China in Tientsin, for example, there is a bank visitor who 
reports three or four times a week the condition of clients’ busi- 
ness. This knowledge is accepted in lieu of collateral. Even if 
land deeds are offered as collateral they are troublesome be- 
cause deeds are frequently held in family ownership; such 
method is less satisfactory than the old Chinese method, which 
is almost like what the West calls good will. The business man 
having the equivalent of collateral, adequate according to Chi- 
nese standards, may buy goods from abroad on his bank’s credit; 
after the merchandise arrives in China he must pay cash for it 
as it is released to him from the bank’s godown; the bank pur- 
chases for him on Chinese credit but delivers goods for cash 
payment. If the client is not very dependable the bank may re- 
quire a margin or bargain price (already mentioned in chap, iii, 
p. 40) to cover the fluctuations in price, or the cost of trans- 
portation which the bank may have to advance. This varies 
from 5 to even 50 per cent, depending upon the risk and the 
charaaer of the goods purchased. 

This same Bank of China — ^which has branches in all the 
large cities of China — ^has specialized in international banking; 
its purpose is to establish branches abroad in order to serve the 
Chinese in foreign trade. At present through its one branch in 
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London, it can serve Chinese business men in England who 
may not have sufl&cient security to get needed service from a 
British bank. The Bank of China can, because of its knowledge 
of the financial standing and business record of a man or com- 
pany in China, extend to him the credit necessary to the carry- 
ing on of business abroad; the security may be partly personal 
guaranties, partly local reputation. Thus, the Chinese bank, in 
international banking, is doing business for Chinese in foreign 
parts according to Chinese methods.^ 

Meanwhile through its branches in the smaller cities of China 
it assists merchants from the interior to purchase goods from 
agents or factory representatives on the coast. It extends credits 
to them on their local reputation; they are even allowed to take 
goods on trust receipts from the bank’s godown, the bank’s 
knowledge of the chent’s business prospects and business in- 
tegrity standing in lieu of collateral. This same bank, in the 
coast cities, extends packing credits to its strongest customers 
who are in the importing business. If cash — or even if good 
will, or the character of a man’s business supplementing the 
cash — ^is offered in payment for a large order of goods which on 
arrival will be withdrawn from the godown gradually and for 
cash payment for each allotment, then the bank will accept the 
goods in the godown as security for another order for the same 
importer. These packing credits enable Chinese to compete with 
foreign rivals who may have more adequate capital or who are 
able to do the same thing through foreign banks. 

In the main all modern foreign Chinese banks serve the Chi- 
nese business world in similar ways, yet each of the great 
Chinese banks — the Central Bank of China, the Bank of China, 
the Bank of Communications, the Chekiang Industrial Bank, 
the Shanghai Commercial and Savings Bank — is making its 
own special contribution to the development of Chinese bank- 
ing. The Shanghai Commercial and Savings Bank, for instance, 
has been developing personal trust accounts for its depositors; 
it has established the first fidelity insurance department in 

1. Large Chinese banks have correspondents in the United States which, in a 
measure, take the place of branches. Chinese banking methods, however, cannot 
be practiced through corresponding banks as is possible through the London 
branch of the Bank of China. 
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China; and it has been directing a China Travel Bureau — the 
Chinese "American Express” — ^which is giving excellent travel 
service. 

These modern Chinese banks, through their inland branches, 
are teaching Chinese of the interior as well as those of the coast, 
the uses of banks. In the beginning deposit accounts were un- 
known; the old Chinese bank was a bank for borrowing. Sur- 
plus capital, which was insignificant except in the aggregate, 
was hoarded or spent. Through deposit accounts the new banks 
are teaching the advantages of saving, of accumulating capital 
for business, for purchasing machinery, for raw materials for 
industry, and for investment. Such procedure has a double ad- 
vantage: it removes the control of private funds from the ad- 
ministration by the family for the support of innumerable rela- 
tives whose claim, in China, has been regarded as inviolable; 
it accumulates capital, which is greatly needed in China. Thus 
it becomes possible for the Chinese merchant, let us say, 
through the use of drafts, and letters of credit, to buy advan- 
tageously; moreover, he saves the high rates of interest he 
formerly paid when he bought on credit. Thus, with branches 
inland, the modern Chinese bank is making a real contribution 
to the extension of stable business relationships and the de- 
velopment of the Chinese business world. By their assistance to 
cash buying, and to direct trading with foreign countries (cut- 
ting out the profits of the foreign importer) , the Chinese mod- 
ern banks are building up Chinese business in China in com- 
petition with foreign business. Through dealings with the Chi- 
nese modern bank, Chinese are learning definiteness of ac- 
counting, promptness of settlement, and other procedures ac- 
cording to definite rules for payment and security. 

These banks are making a practice of explaining the two- 
name note of western banking usage as a new form of the old 
shop guaranties long in common use among the Chinese them- 
selves (see below, p. 54). Such substitution of new for old 
makes the transition from dealings based on personal guaran- 
ties and personal relationships to transactions of a legal con- 
tracmal nature. A new practice with an old interpretation is 
thus making a syncretism of western business methods and 



WESTERNIZING CHINESE BUSINESS PRACTICE 51 

Chinese customary ways which anticipates a new order in 
China’s business world. 

With more definite security which is thus gradually being 
required of the Chinese, banks are enabled to charge lower in- 
terest rates than formerly. Good, even advantageous, terms win 
both patronage and conformity to banking practice. As indus- 
trial life develops and bonds are marketed, it will become pos- 
sible to have negotiable collateral which is useful both for in- 
vestment and security — collateral or bonding. Gradually, the 
advantages of modern banking are being recognized; ulti- 
mately, it is possible that the new ways may be accepted by all 
Chinese clients. 

In consequence of the real advantages to the Chinese business 
man and his business world, these modern Chinese banks, 
whose patronage is steadily increasing, are threatening the 
business of the old native banks. The reason is very simple: it 
is profitable and advantageous for the inland Chinese to have 
money on deposit— "current accounts” or "savings accounts.” 
In the first place he gets interest on his money left on deposit; 
then if he is a merchant and has accumulated a small amount 
of capital, he may negotiate letters of credit or send drafts for 
the purchase of goods at advantageous prices at the seaports. 
These things he could never have done without the modern 
bank. Moreover, the inland Chinese, who are dealing more and 
more through the modern banks, are conforming to principles 
of banking practice; they are departing from traditional busi- 
ness ways. In consequence, something very real is taking place: 
Chinese are conforming in practice to procedure based on law 
or rules and regulations external to the circumstances of the 
particular case; the personal circumstances of each case which 
formerly might have been influenced by personal relationships 
or political favor are becoming of secondary importance. Per- 
haps in banking, as in no other way, the Chinese business world 
is being transformed fundamentally. The transformation is tak- 
ing place slowly; it is coming, however, because it serves vital 
interests of the Chinese themselves. 

The big foreign banks are mainly foreign-exchange banks, 
doing business with foreign firms. Some of the smaller foreign 
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banks, however, are doing something similar to these modern 
Chinese banks: they are financing foreign buying by the Chinese 
merchants.^ If a client wants an order of goods from New 
York, the comprador of the bank may pass upon the reputa- 
tion, personal guaranties, or shop guaranties of the client. 
Then, the bank authorizes its New York bank or agent to pur- 
chase the drafts and documents on the firm in China, that is to 
say, the New York agent pays the exporter for the goods know- 
ing that the sum will be repaid to him by the bank in China. 
The client pays the duty and has thirty or sixty days in which 
to pay for the goods as he takes them from the bank’s godown. 

Similar overlapping of Chinese and foreign business is mani- 
fest in trade with the interior. A foreign importing house may 
use a modern Chinese bank, because it can trust it through its 
inland branches, to collect on documentary bills of lading, that 
is, to collect payment before the goods are released; or it can 
sell the shipping paper to the bank, which will reimburse itself 
on its own terms; or, in some cases, with the Chinese banker’s 
guaranty, the foreign merchant will extend credit for a few 
days or until the customer can take delivery of the goods. If 
goods are stored, the godown, except in unusual cases, must be 
controlled by the bank to assure' the business procedure of 
warehousing — ^namely, that goods are delivered only on receipt 
of cash payment or its prearranged equivalent. Similar pre- 
cautions must be taken in the shipping of goods into the in- 
terior: a foreign shipping company, as yet, must be the trans- 
portation agent, for it, and not the Chinese, may be trusted with 
the shipping paper of modern trade — trusted not to deliver the 
goods until payment has been made through such proper bank- 
ing channels as shall guarantee payment to the shipper. Much 
minor shipping is safely done by Chinese for Chinese without 
any such formalities; it is usually done on the basis of some 
friendly obligation: membership by the shipowner in the local 
guild of which the consignee is a member, or some other ade- 
quate relationship which will guarantee obligation in the mat- 
ter. Business of an impersonal nature, or large-scale business of 

2, The larger foreign banks do this to a certain extent; usually, however, it is 
not for the smaller Chinese merchants: 
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foreigners, is nobody’s obligation, therefore it can only be done 
through the modern Chinese bank, which, as yet, is the prin- 
cipal Chinese institution that functions according to rules ex- 
ternal to the parties concerned. 

Just as the foreign business man uses the modern Chinese 
bank for his own advantage in business with the interior, so the 
small Chinese business house, in developing its business 
through direct buying abroad, is dealing through the small for- 
eign bank. This is so because even a small foreign bank will 
have wider experience in a foreign market than can a Chinese 
bank; the small foreign bank can also do business cheaper than 
the Chinese bank, whose interest rate must be higher because 
of the risks taken on non-documentary guaranties, which, to 
the present, must be accepted from time to time. Moreover, the 
Chinese bank is frequently without capital on deposit in many 
foreign cities, and is therefore less ready to serve buyers than 
are the foreign banks; in other words, the Chinese bank is not 
always as able to buy drafts and shipping documents in all the 
great trading centers as are the foreign banks which have been 
longer established and have many banks corresponding with 
them. 

In spite of notable achievement, it must be remembered that 
Chinese modern banking is as yet young; it is really post-war. 
Within that time, however, Chinese banks have become gov- 
ernment depositories for the customs revenue: this is in the 
hands of the Central Bank of China, the Bank of China, and 
the Bank of Communications. Through the purchase of Chinese 
government bonds in the foreign market, these banks have been 
able to deposit security in that market for their foreign- 
exchange business. Most banks have built warehouses in order 
to be able to control imports, purchased through them, until 
paid for by their Chinese clients. They have, as has been noted, 
developed extensive business within China itself. Notwithstand- 
ing all this, on closer view, many things are lacking. There is 
no clearing house; clearing in many places is a matter of col- 
lection which is considered to be the business of the com- 
prador. If he fails to collea, it is his loss against which banks 
hold his cash guaranty for honor and honest management. 
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There is no bonding house; guaranties are paid in cash or clear 
title deeds wherever possible, but mostly guaranties are 
"chopped” by two or more shops, depending on the size of the 
guaranty and the wealth and financial standing of the shop. 
The "chop” is the signature of the shop or shopkeeper, usually 
stamped in red ink from a carefully carved ivory seal. When it 
is put upon a document which vouches for the honor, honesty, 
and ability of a certain party named in the document, it be- 
comes the Chinese equivalent of a western guaranty bond. 
These guaranties belong to the Chinese world of personal 
honor. Their binding charaaer is measured quite largely by the 
sense of personal obligation held by the parties involved. 

Furthermore, there are no trust funds and consequently no 
trust departments in Chinese banks. Until very recently money 
was not held individually — ^it was the property of the family. 
With the new inheritance laws where provision is made for 
equal division of an estate among children, there may be need 
for trust funds. The management of trust funds as a function 
of banking awaits the maturing of a generation who have ex- 
perience and knowledge of modem banking techniques. 

Nevertheless, in spite of its youth and notwithstanding the 
omission of a few supplementary functions for which there is 
as yet little demand, Chinese banking is making a great con- 
tribution to the establishment of a Chinese economic system 
within China itself. It is contributing its good offices for the 
transformation of customary ways into ways of modern business 
procedure international in character. Something quite alien has 
been engrafted onto the parent stem. Moreover, this something 
is of the essence of positive law; principles and practice in 
banking are according to rules which are impersonal and uni- 
form. If it is advantageous to them to conform to law external 
to themselves in banking, will it follow that they will find it 
equally advantageous in other lines of business? Will such ex- 
perience advantageous to themselves ultimately contribute to 
the concept of positive law? And will such a concept modify 
present conceptions of justice and relationships under the law? 

These are speculative questions which cannot be answered; 
instead, happenings and trends may be observed. One fact is 
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indisputable: the whole banking world in China has been 
changing. In the first place, the competition of the modern 
Chinese bank, together with that of the smaller foreign bank, 
is lessening the foreign-exchange business of the long-estab- 
lished foreign banks; through extension of credit to, the Chi- 
nese, these newer banks are assisting them to carry on trade 
directly, without dependence upon the old foreign banks. In 
the second place, the modern Chinese bank is putting the old 
Chinese bank out of business by the superior effeaiveness of its 
new, scientific business practices. And, finally, the new Chinese 
bank is serving the Chinese firm in the interior and the Chinese 
firm abroad; it is synthesizing the Chinese business world. Con- 
sequently, the monopoly of banking in China by the foreign 
bank is over. It is passing not because of legislation, nor the 
annulment of treaties, nor the threatened abolition of extra- 
territoriality; it is over because Chinese people themselves are 
learning the advantages of scientific modern banking. Modern 
Chinese banks are succeeding because they have performed 
services beyond the scope or abilities of the old foreign banks ; 
they have made themselves indispensable to the Chinese Gov- 
ernment, which has submitted to an increasing amount of dic- 
tation from them. In toto, Chinese modern banks have estab- 
lished themselves on the foundation of good business. 

A like competition is felt by foreign business in other lines. 
Chinese department stores are gradually taking the place of 
the foreign establishments. This is due, in part, to the fact that 
foreign-trained Chinese are getting adequate experience abroad 
and can handle large undertakings better than formerly. It is 
also due to the fact that the Chinese themselves, speaking Chi- 
nese and knowing Chinese tastes, can cater to Chinese demand 
or even create new demands which are normal developments of 
older requirements much better than can any foreigner. In the 
third place, the Chinese can run on less overhead and thus com- 
pete successfully with foreign firms ; in the item of salary, alone, 
there is great saving: a good Chinese clerk can be had for a 
hundred dollars a month, while a foreigner will cost three 
hundred. This is possible because the Chinese may live at home 
or under conditions unacceptable to the foreigner, while the for- 
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eigner, living according to western standards, which are more 
expensive, must also have a surplus for recreation to which he 
is accustomed. Then, too, the foreigner must be able to go home 
on leave every three or five years, which is an expense unknown 
to the Chinese clerk. Moreover, it now appears, with the grad- 
ual elimination of nepotism, which formerly prevailed because 
the family was dominant in Chinese society, and with the em- 
ployment of individual Chinese who are qualified to practice 
modern methods of salesmanship and accounting, that the Chi- 
nese department stores, as well as other Chinese businesses, are 
competing more and more successfully with foreign business.* 
Modern b^usiness methods praaiced by the Chinese are slowly 
but steadily building a new framework for Chinese economic 
organization. The Chinese have more to learn and far to go, 
but they are steadily gaining ground. Again, it is successful 
competition on the part of the Chinese, not governmental inter- 
ference nor threatened abolition of extraterritorial rights, which 
is resulting in foreign business having to adjust or find new 
channels. The growing economic power of the Chinese them- 
selves may in time counterbalance the advantages they think 
foreigners have because of treaty rights. Economic laws may 
work throughout the business world as the principles of mod- 
ern banking practice are working in the Chinese banking world; 
an interweaving of foreign and native business may replace the 
dominance of the foreigner by the dominance of the Chinese, 
because he is better suited to Chinese environment. These 
changes are taking place within the scaffolding of extraterri- 
toriality; the new structure does not rest on the scaffold, but 
the construction has been possible within it. The present great 
achievements of the Chinese banking world, and the develop- 
ment of the great merchandising institutions, have been pos- 
sible during these recent years of turmoil because there has been 
security for the parent institutions in the special areas held by 
foreigners who had extraterritorial privileges. Here they have 
been protected from seizure or extraordinary exactions of ir- 

3. Where nepotism stiil prevails and where less skilled labor is concerned, it 
always takes many more Chinese than foreigners to do a specified piece of 
work. This increases Chinese labor cost, which in terms of per unit of produa 
:'ts:' not ■'cheap.; •■ 
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regular and unreasonable tax levies by local military authori- 
ties or by local provincial authorities. The truth is, the competi- 
tion that is making inroads into foreign business has been 
within areas where foreign business was considered to have 
prestige and advantage. Adjudged by banking, we mfght con- 
clude that as the Chinese become experienced and develop 
their own economic life economic laws more potent than po- 
litical factors may determine their triumph. Extrality seems not 
to be hindering the Chinese in the modernizing of their busi- 
ness processes; it seems not to be safeguarding the foreigner 
against readjustment as evidenced by successful Chinese com- 
petition. If the process is allowed to continue, the advantages 
or disadvantages of extraterritoriality will appear to be less 
important than now; Chinese successful in their newly develop- 
ing business world say that ultimately it may be even laughed 
at as an absurdity. As stability increases due to the develop- 
ment of Chinese business life and to greater efficiency in gov- 
ernmental administration, it will undoubtedly be true that there 
will be no excuse for extraterritoriality; it will not only be an 
absurdity, it will be nullified by new circumstances making it 
useless. 

Notwithstanding all this, further knowledge of business con- 
ditions and business relationships is necessary before arriving 
at any definite conclusion. In the great business of importing 
and exporting, as well as in banking and in department-store 
business, changes are taking place, the knowledge of which 
may modify or reinforce the tentative conclusions just stated. 

Until recently, the business of importing and exporting has 
been the raison d’etre of foreigners in China.^ The old, long- 
established foreign import-export houses began to trade in 
China before foreigners could speak Chinese, and when Chinese 
ways and the hinterland were alike unknown. These houses of 
necessity employed a Chinese manager, the comprador, to be 
their go-between with Chinese tradesmen. The comprador, who 

4. Missionaries have been in China for other reasons than those of business; 
and, since most of them profess not to contend for the maintenance of extra- 
territoriality, they can be eliminated in this discussion, which concerns the 
bearing of the abolition of extraterritoriality upon business contractual rela- 
tionships. 
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in all probability had been a merchant himself, deposited a 
money guaranty as security to the company for the credit he 
might extend to customers; sales, collections, and methods of 
collection were the responsibilities of the comprador. In those 
early days the compradors and Chinese merchants were in clubs 
and guilds, and all business was registered; the guilds looked 
to it that no merchant was overtrading, or buying beyond his 
ability to pay. Competition was slight; the volume of business 
did not exceed the comprador’s guaranties ; business conditions 
were fairly secure, for Chinese business was kept in normal 
channels by the Chinese themselves. These are the so-called 
"good old days.” 

Today the volume of business far exceeds any possible guar- 
anty; with keener competition the risks are greater and the 
firm must share with the comprador the losses involved. More- 
over, with the increase in the number of import-export houses, 
especially when Continental firms entered the arena, conditions 
changed. Continental firms offered long-term credits; buying 
got beyond the control of the guilds; compradors were expeaed 
to get more orders; they took greater risks. On occasion com- 
pradors even went into business for themselves, or they became 
partners in numerous native companies. By such means, pre- 
sumably, they secured business for their houses; the native 
shops with which a comprador was associated would, for rea- 
sons of friendship, naturally, trade with his foreign house. 
Sometimes, however, instead of advancing the business of the 
foreigner, the credit of the import house was secured for the 
purchase of goods to the advantage of the native merchants. 
Such manipulations were the inevitable result of rapidly in- 
creasing business and continued demand for more business. 

The piece-goods crisis of 1920-21 is often quoted as the 
classic example of this procedure. At that time dealers had 
overbought without fixing exchange, and when the tael fell to 
half its value the dealers banded together and refused to take 
delivery. In many instances these dealers proved to be com- 
pradors of the foreign firms: they had gone out for themselves; 
they had lost pride in their honesty, and were using their posi- 
tions for their own advantage. A compromise was finally agreed 
uDon wherebv the guaranties of the compradors were held as 
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security for long-time liquidation. But when a comprador sued 
a foreign import-export house for the release of his bond, the 
consular court refused him. The consular court thus safe- 
guarded to the foreign firm the contracmal relationship of the 
comprador’s guaranty. At that time, as now, within a concession 
area the law of the West, not the law of China, prevailed for 
the protection of the foreigner. The business relationships of 
1921 were secure against attack by the ascendancy of western 
law. 

Long ago, in an earlier piece-goods crisis, when Chinese 
dealers refused to take goods ordered, the Chinese Government, 
on representation from the Powers, paid the losses. This right 
of protection was assumed to be within the treaty guaranties. 
By 1920 the Chinese Government would no longer accept such 
interpretation; business negotiations were business affairs, no 
longer governmental affairs. But the foreigner in business re- 
lations with the Chinese was and still is protected from suits 
originating in the Chinese courts; he is secured in the applica- 
tion of law as he knows it within the jurisdiction of the con- 
sular courts. 

During the decade since 1921, great changes have been tak- 
ing place: the foreign import-export houses have been giving 
up their compradors, or depending less and less upon them; 
they must practice expert business management. The reasons 
are purely business reasons. The compradors, as just indicated, 
did business for themselves on the side and gave their best en- 
deavor to their own profit; compradors are often content with 
easy-going ways, they are not always sufficiently well trained 
in modern business methods, nor are they any longer the only 
go-betweens available. Today Chinese are speaking English 
and foreigners are speaking Chinese. The Chinese who have 
been foreign trained, and others as well, prefer to deal directly 
with the head of a business house rather than through the com- 
prador. They prefer to save that percentage that would go to 
him for his good oifices. Moreover, there are brokets who, if 
necessary, serve well as good go-betweens: they know the for- 
eign houses and foreign goods and can, therefore, assist the 
Chinese merchant to find the company advantageous to him; 
they also know the standing of the Chinese merchants and can 
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vouch for the worth or dependability of the customer. In some 
cases the broker can be held responsible for the deal as was the 
comprador of earlier times. The comprador is no longer the 
best credit manager obtainable. Moreover, it is now possible 
for foreign firms to employ young foreign-trained Chinese in 
various departments, not as compradors but as experts on the 
staff. A part of their expert function is to keep the foreign staff 
informed on details of the Chinese business world. One large 
house importing machinery and frequently accepting govern- 
ment contracts, employs a young foreign-trained Chinese, as a 
liaison officer: he reads the government gazette, keeps the com- 
pany up to date as to laws and the changing personnel of gov- 
ernment; he studies the economic and industrial policy of the 
Government in order to be intelligent and ready for negotia- 
tions with the Government which will result in contracts for 
his firm; he even offers to the Government projects suggesting 
improvements which may ultimately lead to contracts. There is 
in the same company an expert engineering staff, 66 per cent 
of whom are Chinese. Their communication chief, who in- 
geniously codes all messages and is 100 per cent accurate, is 
Chinese. This company attempts expert management of silver 
exchange also: in order to stabilize its prices as much as pos- 
sible, it quotes prices in silver and tries to secure itself by ex- 
pert manipulation of exchange in the money market. This for- 
eign import-export house, which has deserted the old com- 
prador system and reorganized according to modern expert 
management, continues to function effectively in the contem- 
porary Chinese business world. Its success is due to its efficiency, 
and that efficiency is due in part to the aid of an expert Chinese 
personnel. 

A fertilizer company, in the region of Canton, has its experts 
on soil analysis who sell chemical fertilizer suitable to the par- 
ticular kind of land a farmer owns, but who also demonstrate 
the possible use of the fertilizer as a supplement to bean cake 
and other things formerly used; this is done in order to prevent 
hostility to the foreign firm, which because of new and better 
products might injure the business of the Chinese companies 
already in the field. Here expert service is coordinated with 
Chinese consideration versus cutthroat competition. Again, for- 
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eign business succeeds in proportion to its expertness coordi- 
nated by Chinese to Chinese conditions. 

On the other hand, more conservative foreign firms retain 
compradors to find customers and to collea last payments. A 
company selUng machinery, for instance, will get 20 per cent 
down, 20 per cent when the order is accepted abroad, 20 per 
cent on arrival in China, 20 per cent on delivery, and 20 per 
cent a month or so later, after the machinery is installed and in 
good working order. It is the last 20 per cent which is difficult 
to collect; here the comprador is valuable. Foreign banks also 
retain their compradors, who are responsible for the Chinese 
clerks. They are also indispensable for the reading of Chinese 
signatures, and for passing on Chinese credit paper. Compra- 
dors are retained even in modernized business when they have 
a real service to perform. But business in China must be done 
along modern expert lines or it fails as inexpert business every- 
where fails in competition with the expert. Young foreign- 
trained Chinese are importing knowledge of modern business 
methods. The old import-export house is doomed because it is 
out of date, unless it mends its ways and fits into a developing 
economic world which is Chinese. 

Reported decline of foreign business in China which is the 
complaint of the long-established foreign banks and foreign 
import-export houses, is in reality due to the shifting of business 
to other agencies. Export-import figures for China have made a 
good showing in spite of the chaos incident to civil war, and in 
spite of the depression in the value of silver money. The fact 
is that just as the long-established foreign banks have felt the 
competition both of the small foreign banks, which are much 
patronized by the Chinese, and of the modern Chinese banks, 
just so the long-established import-export houses have felt the 
competition of direct buying of Chinese from abroad. This di- 
rect buying from the foreign manufacturer, which is hurting 
the business of the old export-import house, is being done on a 
large scale with the aid of the banks and through the manu- 
facturer’s representative in China. It is succeeding because it is 
proving financially advantageous to the Chinese merchant. The 
Chinese have always been clever merchants. The contemporary 
Chinese merchant may be a returned student with knowledge of 
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modem business and modern business procedure, or he may 
have learned expert purchasing methods through the local 
modern banks. The Chinese merchant is, therefore, no longer 
in need of the old import-export house as the only go-between 
for him in foreign trade. The Chinese merchant is constantly 
becoming better and better informed in finance and the world 
market. His knowledge of what to buy and where to buy is 
greatly assisted by the presence of the "manufaaurer’s direct 
representative.” An agent who represents just one firm or one 
line of goods — as for example, the Burroughs Adding Machine 
Company or the Burroughs, Wellcome & Company’s drugs — 
may not be a serious competitor to the old import-export house; 
such compedtion is serious only when it succeeds in diverting 
a large accumulation of business. The "manufacmrer’s repre- 
sentative” proper has miscellaneous samples — ^perhaps six to 
eight hundred lines, including competitive brands — ^which he 
keeps up to date and exhibits to advantage. Having examined 
samples and chosen his goods the small dealer buys direct 
from the manufacturer instead of through the import-export 
house. If possible the dealer sends a draft, or a letter of credit 
with the order. The transaction is a cash transaction, the Chi- 
nese saving the overhead charges of the importing house. The 
loss of monopoly, and the continued curtailment of business 
which is experienced by the long-established trading company, 
is due to newer methods of business adjusted to changing con- 
ditions in the Chinese business world which, as has already been 
indicated, are due to developing banking facilities and to in- 
creased knowledge of business management on the part of the 
Chinese themselves. If the Chinese merchant cannot himself 
finance direct business, he may employ the Chinese or foreign 
importing house which can. Since for some time to come the 
Chinese can have only inadequate knowledge of the foreign 
market, and inadequate credit resources, the foreign importer, 
for those reasons if for no other, will continue to have place in 
the Chinese business world. The Chinese importing house has 
real opportunity for development, however, because the foreign 
manufacturer is desirous of employing Chinese to purchase his 
goods and sell them to Chinese distributors in the interior. 
Thus, there is need for import-export houses, Chinese and for- 
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eign; both are needed to assist the local small buyer and seller, 
especially if he cannot pay cash in advance, but must purchase 
on delivery or after arrival. 

When all is said and done, economic forces and modern busi- 
ness practices determine prosperity or the lack of it in any Ene 
of business; there seems to be no direct influence upon the 
process that can be attributed to the existence of, or to the 
threatened abolition of, extraterritoriality. 

The new Chinese houses doing creditable importing on a 
large scale are interesting. They frequently serve foreign com- 
panies, especially American, as distributing agents throughout 
large areas of the interior; they do importing and exporting on 
their own initiative. One of these was originally a German firm 
which took in Chinese as junior partners ; through training and 
experience the Chinese have become efficient managers and 
owners of the company. They maintain an efficient and loyal 
group of employees by paying wages which, though small, are 
adequate to their needs, and by giving them bonuses at stated 
intervals for faithful service. Their godown, carefully managed, 
is made the rendezvous of merchants from the interior, from 
whose goods they select the best, securing first grade for export. 
Whether in imitation of Rotary and other clubs boasting high 
standards of business conduct, or evolved out of their own 
idealism and for their own purposes, they have a directors’ 
room quite unique in charaaer. Built on the roof of a godown, 
it has windows on three sides, and, on the fourth, three simple 
altars: one to the God of Commerce, one to their founder and 
his assistants (foreigners), and a third to colleagues who had 
made real contributions to their business during their short 
lives. This congregational hall for staff meetings has the motto 
"Loyalty and Righteousness” over an arch opposite the door; 
supporting pillars facing the entrance have business proverbs 
in sharply cut relief characters. One post says, "Business done 
justly, unselfishly, will last like Spring and Autumn,” the other, 
"Business done in the proper way will last like the sun and 
moon, forever.” At the left a long mirror is framed with ad- 
monitions: across the top, "Put your heart right” ; on one side, 
"If you always use your heart as a mirror you will get bless- 
ings” ; and on the other, “If your heart is right, looking in the 



64 BUSINESS AND POLITICS IN THE FAR EAST 

mirror you will feel no shame at your image.” On the wall at 
the right is a picture of two ladders — one leading up to success, 
the other leading down to failure. Starting from a platform in 
the middle each reads as follows: 



Perdition 
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All these exhortations and their four watchwords — careful- 
ness, diligence, faithfulness, and loyalty — are the decorations of 
a shrine to the God of Commerce dedicated to their own busi- 
ness honor and success. 

Another large Chinese import-export house is one of three 
closely related institutions. One of these is the first Chinese 
bonded warehouse in that part of China; it and its branch units 
are immaculate and systematically managed. The record of 
goods carried to the upper floors or of goods brought down for 
delivery is not kept in writing, but, for workmen who cannot 
read, notched sticks are deposited in racks as fast as a bale is 
carried in or out. A few such modifications to fit local condi- 
tions give local color; the warehouse management on the whole 
conforms to western practices; in fact it is quite model. The 
other institution with which the import-export house is affili- 
ated is a bank. The import house carries its $120,000 capital 
with this bank as margin for the purchase of goods for itself 
or customers. Through the three related instimtions an import- 
export business of large proportions is being conducted by 
junior members of the firm. The business manager is a gradu- 
ate of the University of Illinois, the assistant manager was 
trained at the Graduate School of Business, Harvard Univer- 
sity, the import manager is a Purdue man, and the chief ac- 
countant comes from Columbia University. They also had, in 
their employ, one young American, graduate of the Harvard 
School of Business, serving his apprenticeship in this Chinese 
firm. 

Yet even this firm with its foreign-trained staff has its diffi- 
culties with the export business comparable to difficulties com- 
plained of by foreign firms exporting to China: it is difficult to 
locate a dependable agent abroad; it is also difficult to know 
the standing of the buyer; prices may drop after goods are 
shipped and it is not only difficult to get payment, but it is al- 
most impossible to collect claims. Moreover, there are always 
controversies over the quality of the goods. When cotton is 
exported to London, if the price drops, the London exporter 
will say it is not standard quality. This is also true of walnuts 
and peanuts, as well as cotton, which are purchased from the 


66 BUSINESS AND POLITICS IN THE FAR EAST 

interior and shipped in large quantities. Adequate standardiza- 
tion of goods may be more possible after longer experience and 
with the aid of the government standardizing agencies now 
being developed under the Ministry of Commerce and Indus- 
try.® But even with carefully selected merchandise the Chinese 
exporting house must have someone to represent it before the 
cotton men’s association or the vegetable men’s association, 
which are supposed to judge standards and prices on the merits 
of the case. It takes a large, financially strong business to meet 
these demands in export trade. For that reason there are not 
yet many Chinese firms which can do it. Specialized businesses 
with long-established foreign clientHe, do well and gain in 
strength and size, but in general the export business owned and 
managed by the Chinese is as yet negligible in the active fields 
of competition. The Chinese are much better adapted to the 
business of importing and distributing to their Chinese clien- 
t^e. Thus, the foreign export house, knowing the occidental 
market, will probably continue to have a place in the mer- 
cantile life of China, even though the monopoly over Chinese 
trade once enjoyed by the foreigner is broken. 

These institutions of foreign enterprise in China have lived 
and prospered within areas which have been under foreign 
jurisdiction, whose privileges and exemptions are now under 
attack. Modern Chinese banking and modern Chinese business, 
which are competing successfully with foreign business and 
foreign banking, and which are upsetting the status quo ante, 
have developed within the same concession areas where foreign 
jurisdiction has protected foreign business. Few have developed 
outside. Within the areas they have been free from irregular or 
confiscatory taxation which Chinese business and industry out- 
side the foreign settlements suffer from time to time. So long 
as concessions are allowed to continue, business, foreign and 

5. Testing Bureaus, now functioning in Shanghai, Tientsin, Tsingtao, and 
Hankow, are quite effectively standardizing raw silk, raw cotton, and wood oil. 
A chemical laboratory in Shanghai has been established for the testing of ani- 
mal products, This can be made efficient only after much education of the local 
dealers through their guilds, and after it becomes possible to eliminate modifica- 
tion of the scientific tests in the interest of family or friends who may be sub- 
mitting goods, The intention of the Nanking Government is that all goods 
shall be standardized by scientific apparatus and that the results shall stand. 
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Chinese, can function under foreign police regulation in self- 
governing or foreign-governed units created for the proteaion 
of foreign business; so long as extrality lasts, business, foreign 
and Chinese, within those areas, may not be taxed by the Chi- 
nese, nor may foreign business be sued in Chinese courts. 

Before making any further comment upon this anomalous 
situation, it is probably wise to learn something of foreign busi- 
ness methods which are especially successful in contemporary 
China. Then we shall be in a better position to evaluate the 
bearing of extraterritoriality upon business contractual relation- 
ships in China today. 


CHAPTER V 


FOREIGN BUSINESS METHODS WHICH ARE 
SUCCESSFUL IN CONTEMPORARY CHINA 

B usiness practices of the last decade that have been suc- 
cessful in the face of annual wars and continuous ban- 
ditry are the outstanding achievement of recent foreign 
business in China. The fact that extensive distribution has been 
carried on in the interior of China during years of generally 
chaotic economic conditions, instability, and civil war is almost 
a wonder in modern commerce. It is well known, for example, 
that kerosene oil, cigarettes, and soap are being sold in remote 
regions where the foreigner can seldom go, and beyond areas 
open to foreign residents. This situation, remarkable as it is, is 
not always looked upon with unqualified approval; these busi- 
nesses aggregating millions of dollars a year, in an area whose 
economic vitality is said to be gone, are the objeas of both 
praise and blame — ^blame, because they continue to draw out 
the few remaining resources when the area needs every cent for 
the reconstruction of local industry. This phase of the matter is 
skilfully presented by Nathaniel PeJffer in China, the Collapse 
of a Civilization. 

The extraordinary successes of foreign business enterprise 
seem to belong to businesses that do their own distributing 
through their own representatives in China instead of through 
an import-export house. Obviously, their success is due partly to 
elimination of the cost of the middleman, which means that 
they can sell to Chinese at a lower price than would otherwise 
be possible. Furthermore, it is a great advantage from the stand- 
point of business management that they have agents in the field 
who are trained in their own expert methods of salesmanship, 
which must be more effeaive than the salesmanship of an un- 
trained comprador of the import-export house, who may, in- 
deed, have other commodities whose distribution is also his 
concern. But more important still is the faa that their repre- 
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sentatives have expert knowledge of Chinese life— political, eco- 
nomic, social; they often speak the Chinese language; they have 
had experience living in the interior as w^ell as on the coast. 
Business ejfficiency methods of the West are as advantageous in 
China as elsewhere. Success in China requires all that, yet it re- 
quires more. Success in China means understanding Cnina and 
the Chinese; it means knowing Chinese methods, having insight 
into Chinese psychology, and recognizing their traditional ways. 
That business is successful in China which can utilize the best 
technique in its own management, and can at the same time 
dovetail modern methods for the selling and distribution of a 
particular product into the customary Chinese ways of distribut- 
ing and merchandising. 

Selling soap into the interior, for example, was not only a 
problem of selling and collecting payment; it offered, first of 
all, the problem of creating a demand for soap in the land 
where advertising ''that schoolgirl complexion” was folly, and 
when most advertising through the printed page was useless 
because of illiteracy. The American representative of this com- 
pany investigated methods already in use among the Chinese; 
he early learned that there were Chinese residents in Shang- 
hai and other ports who bought for jobbers in the interior, 
and that these buyers would not only purchase what was or- 
dered but would often introduce other things they thought 
might sell. If these buyers became interested in any commodity, 
either through friends or because the product was well mar- 
keted and popular at the trading center, then they would intro- 
duce the goods to the inland jobbers. Through the distribution 
of samples in the treaty ports, therefore, "Palmolive” became 
better known than any other brand, and it also became popular. 
One clever and enterprising scheme was the lease of an amuse- 
ment park for three days. Admission fees were charged as usual, 
but with the admission ticket each person was given a cake of 
soap which he might take home as a souvenir. Thus, the il- 
literate as well as the literate public was reached. In conse- 
quence of such advertising, jobbers who became interested sent 
a dozen or more cakes with orders here and there into the in- 
terior. Moreover, small dealers themselves, who came to the 
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ports in junks, also became interested in the new product 
through local dealers who were their friends; these traveling 
dealers, in turn, carried sample orders with them when they 
went inland. Thus, by native ways, small orders, transported 
up the rivers in sampans, reached remote places. As buying in- 
creased, 'a distribution system was elaborated to supply this 
growing demand; through this marketing system companion 
products found their way to the interior. 

Although purchases may still be made through native chan- 
nels, there are now important Chinese firms in treaty ports who 
are agents, and from whom native dealers may buy direa. This 
agent is chosen because of his good standing, which is learned 
through the local bank or through persons well known to the 
foreign company’s representative. Goods will be sent to this 
agent, if he is in a place, for example, like Tientsin, after he 
has opened a letter of credit with the National City Bank, or 
with any other foreign bank through which the foreign repre- 
sentative deals. Of course, he may buy for cash through a draft, 
or, if his reputation merits it, goods are sent "D.P.,” which 
means he pays for the goods when he receives them. (The com- 
pany accepts no protest for nondelivery or nonpayment; it holds 
the agent or jobber responsible for goods after shipment.) Per- 
haps, if the agent is of very good standing, he may be allowed 
to take the goods on a trust receipt payable within fifteen, or 
even sixty, days. Beyond this agent, the firm extends no credit. 
These treaty-port agents sell to wholesalers in the interior. The 
Chinese distributors have their own ways of learning the credit 
standing of their customers; they use whatever credit methods 
they choose. The stronger agents in larger places treat their 
wholesalers very much as they are treated. This, of course, is 
possible only when there are modern banks, Chinese or foreign, 
through whom the wholesaler may deal. Beyond the whole- 
saler, the methods of selling and the extension of credit are ac- 
cording to local Chinese praaice. 

Transportation charges and taxes are usually paid by the 
purchasers. Sometimes, to agents in the larger ports goods are 
sold "C.I.F.”— the price covering cost, insurance, freight— -but 
usually, after the company pays import duty and wharfage, the 
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agent pays the transit and whatever additional taxes there may 
be. The wholesaler, in his turn, pays provincial levies that may 
arise. Even the local small dealer is responsible for all charges 
after he has purchased from the wholesaler. 

In the last analysis, the business is a cash business, between 
the company and the second party, the Chinese agent. Distribu- 
tion into the interior is in the hands of Chinese business men 
already there. The contribution of the parent company to this 
local business in the interior is through frequent visitation of 
the local dealers by the Chinese manager of the company or by 
its salesmen especially trained in the company's methods. More- 
over, these foreign-trained Chinese salesmen can go where no 
foreigner could venture and can deal with the Chinese as only 
Chinese know how. The salesmen often discover competing imi- 
tations, which they can trace to their source. With adequate 
data thus gathered, successful prosecution is possible under the 
present law; conviction is nearly always certain. Efficient sales- 
manship, alertness for opportunities for new business, prompt 
action against unlawful competition, all these mean that effi- 
ciency methods of modern business are translated into the Chi- 
nese environment; they supplement the customary Chinese 
methods of dealing with each other. When all is said and done, 
the balance sheet — in seven figures — of the Chinese branch of 
one American company testifies to the success of these methods 
of selling and distribution. From time to time this company has 
had outstanding indebtedness of from one hundred to one hun- 
dred and seventy-five thousand taels; in the last nine years, 
however, there has not been one copper lost in any account with 
a Chinese client. At present, moreover, the entire staff, exclud- 
ing the manager in chief, is Chinese. 

Another company, with a product equally novel in Chinese 
shops, can boast an equally remarkable balance sheet. Raisins, 
like soap, were introduced to the local small dealers and a 
local demand was created. In this instance, however, the 
method was not, like that just described, the manipulation of 
a distribution system already in existence; it was, instead, the 
introduction of the new product to the small shops by Chinese 
salesmen trained by the company to place a sample allotment 
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aad demonstrate methods of introducing a new commodity to 
the customers, perhaps by sampling, perhaps by explaining its 
usefulness. The Chinese representatives of this foreign com- 
pany taught the Chinese the use of a foreign product; through 
western methods of salesmanship they demonstrated its uses 
in a Chinese world. In other words, expert salesmanship — ^not 
only by the company, but through their agents, who taught, 
continuously followed up, and retaught the local small dealers 
— ^was the secret of successful distribution of an alien product 
throughout the interior of China. The machinery of distribution 
was developed as soon as a demand was created; within a defi- 
nitely worked area a wholesaler would be found who would 
become distributor for that territory. This process was repeated 
until an extensive market was created, and an extensive dis- 
tribution system established. 

Wholesalers chosen to be the distributors of this product to 
the local dealers are men of established reputation in their 
local districts; the record of the local dealer is investigated and 
vouched for by the Chinese local representative of the com- 
pany. The wholesaler, when accredited, can buy from Chinese 
distributing agents in the treaty ports; these distributing agents 
are responsible for the credit extended to the wholesaler. The 
company sells to the distributing agent for cash or on letter of 
credit, or D.P. documents; whatever the method of payment, it 
is always a cash transaction in the first instance between the 
foreign firm and the Chinese distributing agent. The contribu- 
tion of this company to its distribution organization is its visit- 
ing Chinese representative, who advises the dealers in salesman- 
ship; from time to time he weighs cartons to be sure purchasers 
get full value; his purpose is to see that business is conducted 
profitably to all concerned. 

These seemingly simple systems of selling goods to a Chi- 
nese distributing agent on a cash basis, leaving further distribu- 
tion entirely in the hands of the Chinese, could be duplicated 
many times with slight variations; it is used in the automobile 
business, in the tire business, and in many others, including the 
more intricate variations of the British American Tobacco Com- 
pany, the Standard Oil of New York, and their competitors. 
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The B.A.T. and Socony, however, have been longer established 
than other companies; their representatives have intimate and 
extensive knowledge of local conditions; these great organiza- 
tions, moreover, were the pioneers and defined practices. At 
least this is their reputation among the Chinese, who give them 
credit for having evolved model methods which are beneficial 
alike to the Chinese and to the foreigners, and so well adjusted 
to Chinese conditions that they are there to stay. This is prob- 
ably true until, or unless, the Chinese shall be able to undersell 
them in open competition. 

In describing the methods of any one of these companies, a 
few variations from the general scheme may be noted. One 
company, for instance, has representatives stationed in every 
Chinese city open to foreign residents. These men observe, ad- 
vise, and report upon conditions in the neighboring areas 
through which they travel. Through information gained from 
local Chinese Chambers of Commerce, local agents are chosen, 
who, because of their good reputation in the Chinese business 
world, become the wholesalers for their districts. Since a whole- 
saler often receives consignments of goods in excess of cash he 
can pay or guarantee, he may be given an extension of time — -a 
fifteen- or thirty-day credit. He is expected to pay for one con- 
signment before he gets another — ^in any case before he gets the 
third. At the beginning, however, the agent must offer security 
for credit which may thus be extended to him: he deposits cash, 
or title deeds, if he has them, and, in all probability the shop 
guaranties of his friends who have long-established businesses 
in the town. Yet, even with all the guaranties he is able to ad- 
vance, the consignments of many a wholesale distributor may be 
in excess of his security; in which case he is doing business on 
credit of the company extended to him by the company. This 
company extends credit beyond the wholesaler, even to the 
dealers, if the distributing agent gives his approval. In order to 
control this extension of credit, which is practiced by tobacco 
and oil companies alike, simple contracts are made which pro- 
vide for the payment of goods within two weeks. If at the end 
of two weeks the dealer pays for the goods he has received, 
he may have more goods on another fifteen-day credit. The 
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turnover is profitable, and the dealer pays in order to retain the 
privilege of being the local dealer. The wholesaler is likewise 
under contract to pay for the stocks in his godown in order to 
replenish his supply. For the purpose of having an adequate 
supply of merchandise for a district the company may have its 
own godown, which in oil would be a storage tank. This, if it 
is in the interior where foreigners may not reside, will be owned 
and managed by a Chinese. Here, the credit involved will be 
greatly in excess of any guaranty he can offer. These large com- 
panies, therefore, have extensive credit relations with Chinese 
special agents, distributors, wholesalers, and dealers. The at- 
tempt is made, on the part of the most successful companies, to 
keep credit contractual relations within three parties: the com- 
pany, a distributor, and a dealer; or, the company, a special 
agent, and a dealer. 

The companies vary in methods of supervision. In one case 
a Chinese salesman who is the company’s representative in the 
district and is responsible for watching the business conduct of 
customers — a man known to the company as their "'trouble 
agent” — reported that a big distributor in the city of Peiping 
needed watching. A $12,000 order for the distributor was, 
therefore, consigned to the "trouble agent” and released to the 
distributing agent only on cash payment until the agent’s books 
were properly audited and the business reestablished on a 
sound basis. Another company has a regular monthly report 
sent in by its representatives in every territory; this concerns 
costs, sales, competitive brands and prices, copper exchange 
and consequent prices. On the basis of these reports it is pos- 
sible to determine quantities, prices, and policies that will keep 
the business profitable to the dealers, and, ultimately, to the 
company; the theory being that, if it is always a financial ad- 
vantage to hold a dealership, it will be possible to require from 
dealers systematic payment for merchandise as a condition of 
their retaining the privilege. Profitable business, rapid turnover, 
prompt payment, mean good business to the company. Through 
such devices^ — expert business management and systematic pay- 
ment arranged through simple contractual relationships — defi- 
nite business practices are being introduced into the interior. 



SUCCESSFUL FOREIGN BUSINESS METHODS 75 

The methods of these big companies, together with those of 
the modern Chinese banks, are engrafting modern businesslike 
procedure onto native ways, and gradually making for their 
transformation; at least, this is the opinion of young Chinese 
banking experts. 

If at any point in this network of distribution, credit or pay- 
ment breaks down because any of the parties have not lived up 
to their agreements, matters are for the most part, especially by 
the largest companies, adjusted between the parties concerned. 
If the distributing agent, for example, has had many losses be- 
cause his dealers have not paid, and he, in turn, is unable to 
pay, his guarantors may be asked to meet the obligations. One 
guarantor and then another may, by compromise, agree to sums 
each is willing to pay to meet the losses, and for their release 
as guarantors. By local procedure — ^by means of a committee of 
the local Chamber of Commerce, or, perhaps, through a local 
guild organization, not through the courts — these losses are ad- 
justed. The agent is reestablished with new guarantors, or a 
new agent is chosen and properly guaranteed. For disciplinary 
purposes, in case of too numerous failures to pay, the delin- 
quents have, more recently, been taken to the Chinese courts. 
Only the less experienced companies, however, resort to court 
procedure as the ruling praaice. When they do, you may hear 
stories of obtaining justice, only, or especially, when a judge has 
become interested in the company or its cause; this may have 
come about because a financial gift has been made to the judge 
for a local school or institution which the judge may think 
worthy. By such means the foreign company becomes somewhat 
identified locally. Court procedure, however, is not in general 
wise or profitable because it brings disgrace, beyond the needs 
of the case, upon the defaulter. 

Accurate figures concerning the losses of the companies do- 
ing such extensive business throughout the interior are, of 
course, not available; the general statement of one company 
may, however, assist us to estimate conditions: that company 
doing business of a million dollars a month estimates its annual 
losses at 3 per cent or less. It is generally understood that losses 
of similar companies in the course of ordinary business are not 
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large, sometimes less than for the same volume of business 
elsewhere. 

Losses there are, however, which are outside the business 
contraaual relationships; they ate due to looting which re- 
sults from the lack of settled government, from banditry, or 
seizures of property by de jacto military rulers. If confiscation 
of merchandise occurs en route to the interior when military 
generals are in the field, claims for the losses are made to the 
Nanking Government. Occasionally, as in Szechuan, when a 
rival military general established his power, the goods con- 
fiscated were paid for by the general as proof of the merits of 
his sovereignty. Such vagaries have their interesting, even 
amusing phases, if one can forget the disastrous effects of the 
consequent instability. Perhaps the most surprising is the epi- 
sode which occurred between Tientsin and Peiping in the year 
1930. For some time it had been very difficult to send goods 
into the interior, but, on the assumption that one general was 
winning or about to win, many cases of cigarettes were loaded 
onto boats which were to be towed up the river, following the 
viaorious general as he should go inland. Contrary to expecta- 
tions, however, this general met reverses. When his army re- 
treated, the boats carrying cases of cigarettes were seized, the 
cases were dumped on the shore, a pontoon bridge was made 
of the boats ; the army retreated across the river and down the 
other side. The pursuing army crossed the same bridge. After 
both armies had gone, the boats were reassembled as a freight 
fleet, the cases of cigarettes loaded on again; all this without 
the loss of one cigarette. The flotilla proceeded to the interior, 
for there were no generals to obstruct. 

Another problem involved in this uncertain business in the 
Chinese hinterland lies in the excess charges for freight cars or 
transit fees which cannot be re-colleaed from the Nanking 
Government because the Nanking Government may not be the 
sole authority in the area where the excessive charges are levied. 
These charges, which are virtually a surtax, must be borne by 
local dealers; the total, added to the cost of the goods, is re- 
covered by the dealer, who raises the price of the goods he sells 
sufficiently to cover his losses. 


SUCCESSFUL FOREIGN BUSINESS METHODS 77 

In the matter of taxes, also, there are frequent difficulties. A 
definite import tax on oil has been agreed upon with the Nan- 
king Government which is paid by the company. This is sup- 
posed to end the matter of taxation, but when the control of a 
region by Nanking is disputed, extra provincial taxes may be 
added, or a rival military general may levy his toll. Whenever 
this happens the Nanking Government is asked for a refund by 
the company; but if this is not forthcoming, then the distribu- 
tor in the interior must recover the amount of the rax by rais- 
ing the price to the dealers to such a figure as shall reimburse 
him for the extra levy he has paid. 

The tobacco companies do not pay an import duty once and 
for all; instead, they have negotiated with Nanking for a con- 
solidated tax which shall be paid directly to the National Gov- 
ernment; this is collected as a stamp tax. The agreement is that 
the consolidated tax shall replace the numerous taxes formerly 
levied throughout the interior such as likin, dike and canal 
taxes, tolls, octroi, school tax, destination tax, etc., ai infimtum. 
The consolidated tax has been agreed upon for the mumal ad- 
vantage of Nanking and the tobacco companies.^ This, as a 
stamp tax, is paid at the source direaly to the Nanking Gov- 
ernment, thus eliminating wastes and costs incident to the col- 
lection of the many dues which formerly delayed transit and in- 
creased the cost of merchandise excessively and unevenly. Un- 
der those conditions it was impossible to maintain a sales price 
that was either reasonable or stable, and impossible for Nan- 

1. These methods — the special import tax and the stamp taxes on tobacco 
paid direaly to Nanking — by which foreign business would survive in China 
are extramural, so to speak, the wall being the treaty safeguards. Mr. Grover 
Clark’s interpretation of these tax arrangements is one that can readily be made; 
it serves various political purposes of the Chinese and of foreign companies as 
well. A brief statement of his point of view is as follows: 

“In making these agreements which provided for payments of taxes entirely 
outside and in excess of treaty requirements, and in taking no steps to put the 
agreements on record with the legations, these companies iri effect and as far 
as their business was concerned abolished the extra-territoriality treaties and the 
treaties limiting China’s right to fix her own tariff. The companies in effect 
said they would do business in China on the basis of Chinese law and custom 
and in ways acceptable to the Chinese — ^without relying on any 'special privi- 
leges.’ ” 

I grant that the special arrangements under discussion are “entirely outside 
of any treaty provisions,” and that, in effect, they can be interpreted as “a defi- 
nite repudiation by these companies of the treaties.” Nevertheless, I should say, 
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king to count on a definite income after all the local parties had 
taken their fees. The method of the consolidated tax has proved 
to be so valuable to the Nanking Government that a Consoli- 
dated Tax Bureau has been created and stamp taxes are levied 
upon matches, cotton yarn, and flour, as well as upon tobacco 
and cigarettes. In the winter of 1931, however, the consolidated 
tax area did not include Manchuria, Shansi, Shensi, S2echuan, 
or Honan; if goods were going to these provinces the Nanking 
Government granted a free pass; the merchandise was then 
subject to special provincial taxes; in Manchuria, only, is the 
tax in the form of a stamp tax as under the National Govern- 
ment. 

Having described at some length marketing methods for 
large-scale distribution, managed by branch offices of the home 
company, we may be in a position to estimate how much such 
businesses and their business relationships depend upon the 
guaranties and protection of extrality. In the distribution of 
soap, raisins, tires, automobiles, where no credit is extended to 
dealers in the interior, business is on a comparatively simple 
cash basis between the well-accredited Chinese distributing 
agents at the treaty ports and the company itself, through its 
own representative or through its branch office in China. In 
such a relationship there can be no occasion for appeal to con- 
sular jurisdiction; it is entirely a matter of transfer through 
bank paper — drafts, letters of credit, documentary paper of one 
kind or another; it is cash on delivery. 

Where credit is extended the situation is less simple. In this 
case business is very much a part of local conditions; it becomes 
necessary to gather knowledge concerning what is going on in 

rather, that the special arrangeraents were quite Chinese in character: they were 
adjustments to circumstance; they were methods of dealing practically with the 
immediate situation which is necessary to business life in China. From my knowl- 
edge of the point of view (in 1930-31) of important representatives of the 
leading companies in China, I doubt that the companies either cared or assumed 
to repudiate treaties. Perhaps this different estimate of the attitude of the com- 
panies is due to the new issue raised by the Chinese Government concerning the 
registering and consequent taxation of all foreign corporations doing business in 
China. (See below, pp. 87-88.) In time the big companies may find some satis- 
factory way to adjust this matter directly with the Chinese Government which 
will be as mutually advantageous as are the tax arrangements. To the present, 
however, this has not been done: the existence or, better, the status quo of for- 
eign corporations in China rests temporarily upon treaty safeguards. 
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the interior, to solve the problem of extension of selling in re- 
mote regions, to ascertain the character of dealers and business 
relationships. To meet this necessity a certain firm has created 
a parallel Chinese company, as a competing company.^ T his 
native company buys its goods from the foreign company and 
reports conditions of competition and price to the parent com- 
pany. The intimate knowledge of local conditions, thus gained 
through the Chinese themselves, is invaluable to the original 
company in its dealings with its own Chinese local dealers and 
salesmen. But even when business is thus intricate and involved, 
it is rarely true that any matters come up for court settlement. 

If court procedure is used, it is the Chinese court in which a 
delinquent Chinese is tried. Usually, however, as already ex- 
plained, the local Chambers of Commerce, or guilds, are asked 
to aid in adjustment when agreements are not executed. For re- 
dress of grievance in the collection of excessive fees, the local 
dealer or agent may use his personal influence or that of his 
friends. If, however, the matter becomes one for negotiation by 
the company, such negotiation is taken by the representative of 
the company to Nanking, or the national’s consul is invited to 
exercise his good ofiices. If the consul should intervene it would 
be on exactly the same basis as would be the case in any coun- 
try the world over ; such good ofiices would be within his usual 
duties, not by virtue of any special prerogatives under the guar- 
anties of special treaties. In the matter of tax adjustment similar 
procedure is followed. In no instance, in no particular, does 
business throughout this extensive area rest upon special con- 
sular courts or upon jurisdiaion provided as safeguards in ex- 
traterritoriality. In actual fact extraterritoriality has never 
functioned in the interior; consular jurisdiction has not ex- 
tended beyond the treaty ports. Extraterritoriality has meant 
personal protection to the foreigners; at present these extensive 
distribution systems function through a Chinese jpersonnel, in 
which case there is no extraterritorial jurisdiction possible: 
should one of these agents of the company act unfairly toward 

2. This may prove, also, to be a method of meeting the difficulties of register- 
ing foreign corporations with Chinese authorities— the creation of parallel or 
subsidiary Chinese companies with definite limited capital. 
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any Chinese, and the matter be taken to court, it would be to a 
Chinese court, not to a consular court. 

Should extraterritoriality go, it is difficult to see that it would 
mean any advantage to the Chinese selling foreign goods, nor 
is it possible to see how its abolition could materially harm the 
relationships already described. In certain particulars, however, 
it may be necessary to qualify these statements. In so far as it 
has been possible to find trained Chinese, or to train Chinese 
for positions of responsibility as supervisors or as representa- 
tives of the company who report on business conditions, or who 
are responsible for the larger storage centers, just so far are 
business relationships beyond any possible assistance from ex- 
trality. But all companies have not yet created a Chinese per- 
sonnel, nor do they at present see fit to do so. 

At present most companies and their foreign representatives 
say that they believe they have greater security with the treaties 
behind them than they would have without extrality. This se- 
curity they are speaking of is really a personal security; it is 
something apart from the business contraaual relationships. 
Time was when the Chinese either respected the foreigner as a 
being different from themselves, or refrained from molesting 
him because punishment would be meted out for such molesta- 
tion. This old attitude persists to some degree today, but prob- 
ably less than is supposed by either Chinese or foreigners. Such 
special privilege, which has amounted to special exemption 
from interference or tax, is resented by the local Chinese 
traders; they assert that it puts the Chinese at a disadvantage; 
they argue that all should fare alike or like the Chinese in 
China. To Chinese, therefore, the abolition of extraterritoriality 
means giving them a chance. But the fact is, Chinese are nowa- 
days getting a chance; they are getting it just as fast as they are 
developing modern business ability. They are already manu- 
facturing cigarettes at prices which undersell the best prices the 
foreigner can offer. They have projected plans for the refine- 
ment of oil in the free Chinese port of Tongkawan below Can- 
ton, which may mean real competition with the Standard Oil 
in the field in which it now has a monopoly. The fact is, the 
Chinese are succeeding by foreign methods. This success is 
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destined to continue unless chaos existent outside the foreign 
settlements shall encompass them also. It is not so much the 
abolition of extraterritoriality that the Chinese needs to give 
him business opportunity, as it is stability of his own national 
government to maintain peace and order. 

At present both Chinese and foreign business men remain in 
the protected areas near the coast. Buying from the interior is 
done at the coast from Chinese who have been able to come 
from the interior in safety. Trade with the interior is clearly 
deternained by local Chinese conditions; this is also true in re- 
lation to the safety of goods stored there. Godowns or faaories 
outside treaty ports cannot be owned by foreigners; those 
owners and managers must be Chinese, although the foreign 
company usually assists in financing the project by making a 
loan which is equivalent to ownership of the factory or go- 
down. As security or proof of that actual ownership the for- 
eigner or the foreign company holds the title deed as his guar- 
anty for cooperation from the Chinese legal owner. These guar- 
anties to the foreigner are more nominal than real ; treaties or 
no treaties, if satisfaaion must be required of the Chinese col- 
laborator — ^the defendant — ^it is within the jurisdiction of the 
Chinese court, with which extraterritoriality has nothing to do. 
In actual practice, settlement of difficulties or collection of 
funds would probably be made outside the court by transferring 
responsibility for adjustment or for collection to a Chinese. If, 
however, a warehouse is looted or burned in the processes of 
civil war or banditry, there is no redress to either the Chinese 
or the foreigner. In relation to the business contracts and agree- 
ments in the extensive distribution throughout China, there is 
no dependence upon extrality; extrality is quite external to all 
these business relationships. 

What the foreigner needs for his security in business is not 
necessarily extrality. Stability on the part of the Nanking Gov- 
ernment, if that stability should include a systematic policy of 
national finance,, honestly administered, might be equally and 
perhaps more satisfactory than the present status. 

If there is danger to the business of foreigners beyond the in- 
stability which affeas Chinese and foreigner alike, it is the 
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danger that lies in the attitude of the Government toward the 
existence of foreign business in China. Will the Government 
pursue such a policy toward foreign businesses or their branch 
ofi&ces as shall make it possible for them to continue, or by 
registration taxes, corporation taxes, or the like, will the poHcy 
of the Chinese Government be such as to make it impossible 
for foreign business to continue? 

The crux of this whole matter evidently centers in the sta- 
bility of the Nanking Government, and in what the policy of 
that Government may be. Consequently, the next question for 
us to examine is the policy of the Nanking Government toward 
business contractual relationships. 



CHAPTER VI 


THE ATTITUDE OF THE CHINESE GOVERNMENT 
TOWARD BUSINESS CONTRACTUAL ^ 
RELATIONSHIPS 

T he matter of governmental attitude toward business 
contractual relationships would seem to be something 
upon which the Government alone has the right to 
speak. But in a discussion such as this in which there is a real 
endeavor to understand the various factors at work in a very 
intricate set of circumstances, it may be reasonable to attempt 
a description of the evidences of governmental attitudes which 
documents, officials, and incidents offer to the interested and 
analytic observer. 

Some principles of action on the part of the Chinese Repub- 
lic may be easily discovered by noting the official policy in rela- 
tion to well-standardized matters such as patents, copyrights, 
and trade-marks. 

In this connection the foreign lawyer may tell you that *'the 
Chinese just entering the industrial world have no morals.” In 
reply the Chinese will tell you that the lawyer is the greatest 
obstacle to their program for change and readjustment; the law- 
yer, they say, insists upon rules suited to things as they were 
where he came from, or as they would be if China were one big 
concession. The status which is desired by the lawyer would, of 
course, mean continuance of special privilege to the foreigner 
in China, which is exactly what the Chinese are trying to elimi- 
nate. This difference in point of view is, by the way, only an- 
other indication of the chasm existing between the two sides 
of the controversy over the abolition of extraterritoriality. Set- 
ting this aside, however, it is possible to discover principles of 
action on the part of the Nanking Government. Their policies 
do not always appear to be consistent, but if we will note quite 
objectively the present Chinese treatment of the usual safe- 
guards— guaranteed patents, copyrights, and trade-marks— we 
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shall discover that behind it all lies one consistent endeavor, 
namely to pursue such policies as shall serve the vital interests 
of the Chinese. 

A Chinese law promulgated by order of the National Gov- 
ernment,, June 18, 1928, has interesting significance; it is en- 
titled, "Provisional Regulation for the Promotion of Industrial 
Manufacture”; and the first article reads: "Anyone first invent- 
ing an industrial article, or method of manufacmring, or special 
improvements, or who successfully adopts and applies foreign 
methods of manufacturing articles, may apply to the Ministry 
of Labor and Commerce for encouragement.” The meaning of 
this article of the latest Chinese Patent Law may be ascertained 
by looking at “The Provisional Detailed Regulations for the 
Promotion of Industrial Manufacmre.” According to these 
"Provisional Detailed Regulations” — ^which are often ap- 
pended to the law as promulgated — we find that applications 
for "encouragement,” as described in article one of the law, 
are limited to persons of Chinese nationality; and according to 
article thirteen of the same regulations, if anyone should in- 
fringe or injure the rights of this Chinese patentee, "the pat- 
entee may claim damages according to civil procedure and may 
petition the Ministry of Labor to restrain, and confiscate the in- 
fringement.”^ 

Thus, it appears that the law authorizes the adoption and ap- 
plication of foreign methods of manufacture; it gives no pro- 
tection to foreign patent holders. In brief, foreigners have no 
patent rights in China. Should a foreigner ask for a patent, the 
Chinese would probably say they have not yet promulgated a 
patent law applicable to the case — such, in fact, is frequently 
the answer nowadays to questions relating to matters impinging 
upon legal regulation. A recent incident in Canton illustrates 
the working of this policy. A Chinese returned from abroad 
with an imported article which he took apart and copied; he 
advertised the faa in proof of the merit of the article; he did 
a thriving business. When a protest against this praaice was 
registered with the Chinese Government, because it injured the 

1 . Shanghai Evenmg Post, August 21 , 1929. 
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sale of the original article, the Ministry concerned said it could 
do nothing for there was no patent law that applied. 

When asked for an explanation of this practice, a member 
of the Ministry of Industry and Labor replied: "If we allow 
foreign patents to be registered in China the Chinese will be at 
a disadvantage; unless the Government gives this kind of aid 
to Chinese, they will have no chance when others have such a 
good start in the industrial field.” The law as it stands with its 
supplementary detailed regulations, is a deliberate attempt to 
prevent foreign monopoly in tlie Chinese market. To the west- 
ern point of view, this appears only as a nullification of inter- 
national patent-right practices intended for the protection of 
patented articles wherever produced; to the Chinese point of 
view, it shows only an intention to facilitate the development 
of Chinese manufacturing industry carried on by Chinese. 

In the matter of copyrights the situation is somewhat similar; 
according to article fourteen of the "Detailed Regulations for 
the Enforcement of the Copyright Law” as promulgated on 
May 23, 1928, "Chinese subjeas may be at liberty to translate 
and print translations of foreign books when especially pre- 
pared for use by the Chinese people.”^ 

An ofiicial defense of this provision explains that tmder in- 
ternational copyright agreement it would be necessary to pay a 
royalty to the copyright owners, and that this would make the 
publications too expensive for Chinese to buy. Especially is this 
true since many royalties must be paid in gold, which would 
increase the already burdensome fee threefold or more, depend- 
ing upon the rate of exchange. The price resulting would make 
impossible any Chinese editions of western books. From the 
governmental point of view it is important that the Chinese 
have the benefit of foreign books. The educational advantage 
of cheap Chinese translations has overweighed their respect for 
customary guaranties in these particulars. It seems to be diffi- 
cult to help the Chinese people without the infringement of 
customary guaranties, according to occidental practice. The 
official choice has been made in the interest of helping the Chi- 
nese people at this stage in their development. 

2. Copyright Law of China, tf. by N. F. Allman, Shanghai. 
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How far that choice — ^how far policies based upon it — ^will 
carry Chinese away from principles and practices held by for- 
eigners to be fundamental to the social order as now conceived, 
it is not possible to foresee. The difference of opinion over the 
principles involved — ^vested interests versus the general good — 
may be due to the faa that two orders of society have met 
which d iff er in fundamental principles; it may be that two civi- 
lizations have met which are at different stages of development. 
If the latter is the case, if the Chinese consider themselves be- 
hind in the race, a long period of readjustment on both sides 
may be necessary before the Chinese conform to already estab- 
lished practices. This lawlessness in regard to patents and 
copyrights was praaiced by the United States in the early part 
of the nineteenth century, when she was young industrially, and 
by Japan, for the same reasons, at the beginning of the twenti- 
eth. However that may be, here are Chinese concepts and prac- 
tices which, at present, are at variance with occidental legal 
standards. Such matters do not come under consular jurisdic- 
tion; if special test cases arise they must be taken to the Chinese 
court because the grievance will be against a Chinese. The 
whole matter is now untouched by special extraterritorial privi- 
leges. There is, therefore, nothing in these particular relation- 
ships that is or can be modified one way or the other by the re- 
tention or the abolition of extrality. They are interesting be- 
cause they reveal fundamental principles of action on the part 
of the Chinese Government. 

In the matter of trade-marks China has conformed more 
nearly to western usage. The law is vague in some particulars, 
and there are some recent modifications in the new law of 1930 
which increase uncertainty: the penalties have been removed 
from the old law (Articles 39, 40, 41), the explanation being 
that said penalties have been included in the new criminal code 
(Articles 268, 269, 270). The wording of these sections in the 
new aiminal code is as follows: 

Article 268: Whoever with intent to defraud counterfeits any trade- 
mark or any firm name used as a trade-mark, whether or not such trade- 
mark or firm name has been registered, shall be punished with im- 
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prisonment for not more than two years, in addition to which a fine of 
not more than three thousand yuan may be imposed. 

Article 269: Whoever imports, sells, or exposes for sale any article 
which he knows to bear a counterfeit trade-mark or firm name used as 
a trade-mark shall be punished with imprisonment for not more than 
six months, or detention, in addition to or in lieu of which a fine of 
not more than one thousand yuan may be imposed. 

Article 270: Whoever commits an offence under this Chapter may be 
deprived of his civil rights in accordance with the provisions of Ar- 
ticles 57 and 58. 

Here, according to legal comment, revision appears to have 
been made by those who do not have detailed knowledge of the 
particulars of cases involved. If the new wording proves to be 
inadequate, it may be possible to have it amended; there’ is no 
proof that the modijfication of this law is due to the same in- 
tent that seems clearly to govern the patent and copyright laws. 

The trade-mark law, originally made under the Peking Gov- 
ernment in 1923, was taken over with certain amendments by 
the Nanking Government in 1927. Up to January, 1931, the 
law worked well; it had been possible to stop numerous imita- 
tions, especially of labels and containers. The courts were very 
fair; indeed one lawyer, specializing in such cases, can make the 
surprising assertion that he never lost a case against infringe- 
ment of the trademark law. 

The government order of October 25, 1927, for the register- 
ing of trade-marks and trade-names provided also for the reg- 
istration of all trading establishments in Nationalist territory 
with the Bureau of Registration under the Ministry of Finance. 
Here again it is necessary to look to supplementary articles or 
detailed regulations for the enforcement of said law in order 
to ascertain its full content. According to article six of ''The 
Supplementary Articles to the Provisional Rules and Regula- 
tions Governing Registration of Companies and Corporations,’' 
the registration for each branch office or shop shall be $10.00 
plus $1.00 stamp duty. According to article eleven of the "Pro- 
visional Rules and Regulations,” if the head office of the com- 
pany is not located within the Republic of China, the registra- 
tion fee for the first branch office or shop shall be calculated in 
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accordance with 50 per cent of the total authorized capital of 
the company. The branch office or shop with its own specified 
capital, however, shall pay the fee in proportion to the amount 
capitalized. 

Up to, the present a few branch offices are registered as a 
matter of record; as yet there has been no registration of main 
offices of foreign firms or corporations. In the first place it is al- 
most impossiMe to allocate capitalization for the Chinese 
branch of a business; and even if that were possible the tax is 
excessive in comparison with similar registration fees of for- 
eign companies in other nations. Moreover, there is uncer- 
tainty as to whether the tax is to be paid on registration or an- 
nually. There have been rumors that registration of a firm 
might involve its becoming a Chinese corporation; the regula- 
tion for Chinese incorporations is that 51 per cent of the shares 
must be held by Chinese. Furthermore, certain requirements to 
be exacted from registering firms would nullify their status, as 
yet safeguarded within extraterritoriality; a corporation reg- 
istered would be open to inspection by the Chinese; which is 
only another way of saying that firms registered would be 
brought under Chinese law, Chinese regulation, and Chinese 
taxation. To the Chinese this is but logical if and when they are 
sovereign within their own borders. When the foreigner ob- 
jects that this would deprive him of the security he has en- 
joyed to the present under his own consular jurisdiction, the an- 
swer is that the Chinese have not enjoyed security; why should 
the foreigner expect to have security which the Chinese them- 
selves do not enjoy? To the Chinese this insistence of the for- 
eigner upon protection of life, liberty, and property, to which 
he has been accustomed at home or within foreign concessions 
and under treaties exacted from the Chinese, appears to be a 
demand for an unfair advantage. "Remove extrality and put 
all under the same conditions, the law of the land," is the de- 
mand of the Chinese. Here is nationalism and in one sense 
democracy; how much socialism is intended it is impossible to 
determine. Here, at least it can be asserted that the Chinese 
are working out the Principles of the Revolution. It may be 
that here is an attempt on the part of the National Govern- 



ATTITUDE OF THE CHINESE GOVERNMENT 89 

ment, by imitating westem practices, by gaining control of cor- 
porations, and by securing augmented income through taxation 
of prosperous foreign firms, to be sovereign in China whether 
extrality is formally removed or not. If they succeed, extrality 
is nullified. Suppositions aside, however, there is at present un- 
certainty to business because of the vagueness of the law; there 
is no knowing what interpretations or "detailed regulations” 
may be appended thereto. There seems to be uncertainty in the 
minds of the Chinese as well as foreigners; officials, even, con- 
cede it to be "a delicate matter, one not yet fully determined.” 
May it be that acquisition of the power to tax foreign business, 
may really mean the power to destroy it? That, at any rate, is 
the fear. 

Unquestionably, the commonly discussed matter of personal 
security under the abolition of extraterritoriality is no more im- 
portant than the policy of the Chinese Government toward the 
existence of foreign corporations in China. Illustrations may 
indicate the possibilities to business and property under present 
circumstances. In Shanghai, in the native city, a small prosper- 
ous manufacturing business, registered under the Ministry of 
Finance, found itself taxed, in 1931, to the extent of $25,000. 
This was more than the annual profit; its prosperity had been 
greatly overestimated; this levy would tax it out of existence. 
Eagerness for present income seems to ignore the results to 
business, and to future government income. So far, this destruc- 
tive taxation shows little deliberate purpose of a socializing na- 
ture, unless the projects for the new Special Municipality of 
Greater Shanghai — ^which will be discussed briefly in the next 
chapter — ^may be called such. On the surface, practices of taxa- 
tion seem, rather, merely to indicate desire to get money from 
those who appear to have it. Public practice does not exhibit 
a knowledge of public finance. It may be that the Nanking 
Government is not yet strong enough, nor experienced enough, 
to have lieutenants qualified to administer an intelligent fiscal 
policy; or perhaps knowledge of public finance on the part of 
subordinate officials can only be hoped for when the program 
for education of civil servants shall have had time to produce 
results. It may be possible that the evils will be remedied when 
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the Period of Tutelage is over and China has an adequately 
trained civil service. 

Meanwhile, the desire for money from taxes on corporations 
and the like leads to excesses in taxation that are certainly 
alarming. Stories of irregular, confiscatory taxation in the area 
outside the foreign settlements are too numerous to recount. 
Sometimes it is taxation at the hands of military generals who 
have temporary control of a region. More often it is taxation 
at the hands of local authorities that is most damaging; these 
taxes are frequently collected for a year in advance, in January, 
let us say, then re-collected by an incoming set of officials in 
May; it now appears that taxes throughout China have been 
collected for at least two years in advance; moreover, there 
never seems to be any stated amount or rate, and there is sel- 
dom uniformity. The following story narrated by a well-to-do 
Chinese of social position, a personal friend of the individual 
concerned, and a loyal friend of the Nanking Government, il- 
lustrates the whimsicality of the situation. In the winter of 1931 
a well-established citizen in the Chinese section of Shanghai 
was awakened by hammering on his front door. A new street 
number was being placed there by an employee of the city. The 
next day the householder received a bill for $500 for the re- 
numbering of his house, but noting that neighboring houses 
were not renumbered, he ignored the tax. A few days later he 
was threatened with arrest for the nonpayment of his obliga- 
tions. Ultimately, he had to pay the fine, which was the tax, in 
order not to go to prison. Such holdup methods make foreigners 
cling to the security of regular taxation which they enjoy inside 
the. concession areas, and in businesses not registered with the 
Chinese Government. Foreign business fears the fate endured 
by Chinese and Chinese business when outside the concession 
areas. 

The fears are not always justified, however. Another illustra- 
tion of the fate of companies registered with the Chinese Gov- 
ernment may lead to opposite conclusions to those just cited. 
The foreign insurance companies in Canton were required in 
1930-31 to register with the government of Canton. For a time 
the companies resisted, but when the local government ruled 
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that it would not assist the Chinese in the colleaion of claims 
from any company not registered, the Chinese feared to insure 
with foreign companies, and the companies, therefore, regis- 
tered to keep their business. In actual experience the fee was 
nominal, and there was no prying into, or interference with, the 
business from local Chinese authorities. Whatever conclusions 
may be drawn from comparison of the illustrations given can, 
of course, be but tentative. In Canton where registration worked 
no hardship, the government was comparatively stable and 
without immediate demands for funds for military activity. One 
might, perhaps, conclude that if Nanking and local govern- 
ments could be stabilized and administered under conditions of 
peace for any length of time there would be less reason for ap- 
prehension on the part of foreigners in the case of the registra- 
tion of corporations. As it is, the Government of China has not 
yet had a year of peace; the insecurity which threatens business 
is due, in part, to political instability. 

In the winter of 1931 it was argued that the abolition of 
extraterritoriality and consequent emancipation from the espe- 
cially privileged foreigner would bring such prestige to Nan- 
king as would insure stability. In the summer of 1931, how- 
ever, Nanking was attacked not because it failed to get rid of 
extrality, but because a large faction is dissatisfied with the 
leadership of Chiang Kai-shek. The stability of Nanking is in 
the balance, and with it the program of the Chinese Govern- 
ment in relation to foreign corporations. 

Fair-minded Chinese are working for constructive measures 
which can accomplish the transition to Chinese sovereignty with 
the least possible dislocation of business after extraterritoriality 
is abolished. There is a plan for a Board of Arbitration to be 
composed of foreigners and Chinese in the old treaty ports or 
in leading cities; these would be selected by Chinese and for- 
eign Chambers of Commerce. Such a board would provide a 
tribunal, adequate to the adjustment of difficulties, for foreign 
firms not registered with the Chinese Government and for firms 
preferring not to go into Chinese courts. For the settlement of 
business disputes, it is also suggested, there might be within 
each municipal government a Bureau of Social Affairs. The di- 
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rector of the Bureau would get in touch with foreign consuls 
and chairmen of Chinese Chambers of Commerce, who together 
might constitute an arbitration board when required. Here are 
evidences of a desire on the part of some government officials 
to find a working program for the period of transition from 
special protection under foreign jurisdiction, to complete Chi- 
nese sovereignty. 

Ideally, here are interesting possibilities; these, in turn, may 
depend upon stability in government for their fruition. At pres- 
ent nothing is so certain as uncertainty. Foreign firms are cling- 
ing to the status quo ante and depending upon consular authori- 
ties to negotiate for their future security. This is a reasonable 
position when it is difficult to ascertain just what the corpora- 
tion law means, or what is involved in registration of foreign 
corporations, especially when there is, as yet, no Chinese cor- 
poration lawyer. 

The so-called hold-up of the Kailan Collieries is indicative 
of the uncertainty to business which exists under the present 
Nanking Government. The account here quoted as '‘One Man*s 
Comment for Today,’* by H. G. W. Woodhead, in the Shang- 
hai Evening News for April 8, 1931, may not give the whole 
story. It does, however, give it with the slant of the “Shanghai- 
minded,” showing how such episodes are taken by the hard- 
headed foreign business man, with whom, after all, the Chinese 
are dealing at close quarters, and through whom public opinion 
in the West is much influenced, because these residents in China 
are supposed to know the situation at first hand. Mr. Wood- 
head writes: 

Some weeks have elapsed now since the Kailan Mining Administra- 
tion gave notice that "'owing to difficulty of transportation on the 
Peiping-Liaoning Railway'* it was unable to meet in full its local con- 
tractual commitments for coal. Since then the meagre supplies of coal 
received from Chinwangtao have compelled the Administration to sus- 
pend sales of domestic fuel, and considerably to reduce deliveries to 
other patrons. It is not easy to ascertain the cause of the present coal 
shortage; but it is quite obvious that the "difficulty of transportation" 
has been deliberately effected by the railway authorities with some ul- 
terior motives. Early in March the railway seriously restricted the serv- 
ice of coal trains, both to Tientsin and to Chinwangtao. It was pre- 
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tended, at first, that defects in the locomotives employed for coal haul- 
age were responsible. . . . 

The Kailan Mining Administration, owing to the shortage of rolling 
stock on the Peiping-Liaoning Railway, some years ago ordered, and 
financed, the purchase of eighteen powerful goods locomotives, and 
600 forty-ton coal wagons. This equipment, it is understood, is being 
acquired by the railway on the hire-purchase system, and it is, I be- 
lieve, a condition of the agreement, that it is, until fully paid for, to 
be reserved exclusively for the transport of coal from the Administra- 
tion’s mines. It is reported, nevertheless, that six of the K. M. A. en- 
gines were seized, and carried ofiF, by the Shansi militarists, and that 
of the remaining dozen, all but two or three have been * 'kidnapped” 
by the railway, under the pretext that they are in need of repairs. In 
the meantime, hundreds of loaded coal-wagons are cluttering up the 
mine-sidings, unable to move for want of sufficient haulage power, and 
the railway is making heavy claims for demurrage. . . . 

Whatever the real reasons underlying its action, it is surprising to 
find a Government Railway deliberately holding up coal deliveries from 
one of the most important colliery administrations in China. Royalties 
and other taxes and contributions, amounting to very large sums an- 
nually, are paid to the Provincial Government. The Administration 
employs some 40,000 Chinese, and its daily output has already reached 
18,000 tons. ... 

If the railway has well founded claims against the Administration, 
either in respect of demurrage, or of coal charges, it should surely be 
possible to adjust them without a deliberate hold-up, the effect of which 
may well be seriously to affect the coal sales of the Administration, and 
the revenues of the railway. . . . 

It is very difficult to imagine a State Railway in any country, without 
exhausting every other method of reaching an equitable settlement of 
the issues in dispute, holding up a large colliery enterprise, with the 
probable results of temporary if not permanent loss of trade and freight 
earnings, and an increase of unemployment. ... 

The action taken by the railway, however, suggests that political 
issues are in the background, and that the railway authorities are abus- 
ing their power to undermine and harass a prosperous Sino-Foreign 
enterprise. Already it is reported, an agitation is being fostered for 
the "recovery” of the Kailan Mines. 

If this is the motive underlying the railway’s hold-up, it is hardly 
calculated to create confidence in the oft-repeated assurances of Chinese 
officials and politicians that China welcomes the introduction of for- 
eign capital. The prosperity of the Kailan Mines has been mainly due 
to the administrative and technical ability of the foreign staff. But Chi- 
nese interests are fully represented in the executive and every other de- 
partment of the Administration. The Direaor-General is a Chinese. And 
it has been the deliberate policy of the Directors to appoint Chinese to, 
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or to train Chinese for, positions in every department of the enterprise. 
Nearly three million pounds of foreign capital are invested in the mines 
and their equipment, and the history of other Sino-Foreign mining 
enterprises has not been such as to encourage further foreign invest- 
ments in Chinese mining enterprises, if the one really successful ex- 
ample of ,SinO'Foreign co-operation is to become the target of attack 
by a Chinese Government undertaking. . . . 

There are some who believe that the hope of the Chinese is 
to tax the foreigner out of business existence, or to so regulate 
foreign business that its continuance will be impossible. The 
desire to divert business into the hands of Chinese may be laud- 
able; to do it by methods of confiscation would be disastrous to 
Chinese as well as foreigners. China needs to preserve all the 
business that has been established, whether Chinese, Sino- 
foreign, or foreign. Until China can get well on the way to eco- 
nomic rehabilitation she needs especially to keep the beginnings 
of economic organization which the Chinese have already 
achieved. A too drastic restriction of foreign business in China 
would have disastrous results for Chinese business as well, and 
for the employment of Chinese; the two are closely interre- 
lated. The gradual application of the so-called socialistic prin- 
ciples of Sun Yat-sen which would have the Government em- 
ploy experts to direct the rehabilitation of agriculture and in- 
dustry, to manage government-owned railways, telephones and 
telegraphs, and to regulate mining industry, will eventually 
make the Chinese industrial world Chinese. But a too rapid 
pulling down of what is, before there is something to take its 
place, means disaster for China. 

Where the balance will rest between extreme policies of po- 
litical nationalism, and economic development and stability, it 
is, at present, impossible to determine. Any opinion must be in- 
fluenced by the degree of confidence felt in the strength, sin- 
cerity, and wisdom of the Nanking Government. Their objec- 
tives, Chinese sovereignty and opportunity for Chinese— vital 
interests of China and the Chinese— are undebatable. Details 
of policies and their effect upon foreign business are alike un- 
predictable. Will they be governed by the Chinese experienced 
in business, the moderates, who declare that business knows no 
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national boundaries, who believe that out of business develop- 
ment China will achieve what she wants? Some of these go so 
far as to say that for business development centers of stability 
and security are for the present necessary; for trade the Yangtze 
should be kept open, and since Chinese are not able |:o do it, 
warships in the river are merely supplementary to Chinese ef- 
forts. The International Settlement, they believe, must continue 
to be administered by the property holders of various nationali- 
ties, who will endeavor to protect themselves from bad laws 
which might injure business. Here, within China itself, is the 
conflict between nationalism and party politics on the one side, 
and the economic well-being of the nation on the other. Will 
the Chinese cling to politics or will they work out their eco- 
nomic well-being? 

It is quite clear to many, to moderates as well as radicals, 
that even for economic well-being it is necessary to get rid of 
the abuses of special privilege and consular jurisdiction which 
ignore or violate Chinese sovereignty. When criminals can 
avoid Chinese police and Chinese courts by escaping to con- 
cession areas; when smuggling of opium is actively carried on 
by French and Japanese who may not be brought to justice be- 
cause they are protected by consular jurisdiction; when a 
French importer with French police can invade a Chinese ware- 
house and confiscate goods which he claims violate the trade- 
mark law, instead of bringing proceedings in the Chinese courts 
according to western law and western practice already efli- 
ciently functioning in this regard; when all these things and 
more are constant reminders to the Chinese that they are not 
master in their own house, then there is ground for the insistent 
demand for the abolition of special privilege — the abolition of 
those terms in the old treaties under which abuses continue. 
Even the moderates, who understand the need of business for 
protection and security, perhaps through cooperation with the 
foreigner, find common cause with the radicals; all demand the 
abolition of extraterritoriality; nullification of the old treaties 
appears to all to be vital to Chinese sovereignty and to oppor- 
tunity for Chinese development. This was true in the experi- 
ence both of Turkey and Japan, therefore they believe it will be 
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txue for them also. Without the many compartments of various 
national jurisdictions, as now exercised, great problems of busi- 
ness relationships could be brought into the open and dealt 
with on the merits of the case, irrespective of national prestige, 
special privilege, or exemption. There is need for modern busi- 
ness legislation quite apart from the issue of extraterritoriality, 
or the reservations it imposes; people of all nationalities work- 
ing together as business men, not as nationals, might find a 
working basis for essential business relationships. Unfortu- 
nately, extremists on each side — Chinese who would reserve 
all opportunity for Chinese, and foreigners who wish special 
guaranties, exemptions, and privileges on the other — ^hinder 
rational readjustment. 

Views of prominent business men, foreign and Chinese in 
the city of Shanghai, quoted at random are interesting at this 
point. "Business and politics should not be mixed.” "Anybody 
can do business, extrality is politics.” "Extrality is immaterial” 
to ail the business relationships already desaibed. "Extrality 
has nothing to do with business, business is done through sim- 
ple, non-political relationships.” "Extrality treaties are in the 
last analysis personal proteaion treaties.” "After extrality goes 
we can expect to deal as one man with another and must know 
the other man very well.” 

In the main business relationships are in an extralegal, extra- 
political world. Extraterritoriality which now prevents for- 
eigners and foreign business from being summoned into Chi- 
nese courts might be interpreted as protecting foreigners from 
vindiaive or unscrupulous Chinese. Unfortunately, such an as- 
sumption seldom asks the parallel question. How is the Chinese 
to be protected from the unscrupulous foreigner? The irony of 
it is that it resolves itself into a matter of personality, which in 
the last analysis is the Chiuese rather than the western concept. 
Under ordinary circumstances the westerner might go ahead, 
perhaps recklessly, trusting to the law to secure justice if he 
got caught. If the Chinese concept of the duty of the magistrate 
—the maintenance of right relationships — has been superseded 
by the framework of a judicial system, the fact remains that 
parallel to that newly imposed legal system there has developed 
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a new intricate set of business relationships which in the last 
analysis succeed '"through the cultivation of right relationships/' 
This is of real concern in relation to the presence of for- 
eigners and foreign business in China. Business relationships 
may have found a working basis which is independent of extra- 
territoriality. But these relationships can continue only if busi- 
ness continues. Therefore the question concerning the bearing 
of business contractual relationships upon the question of extra- 
territoriality becomes the question of the bearing of extra- 
territoriality upon the existence of foreign business in China. 

The following chapter — Leasehold in the International Set- 
tlement of Shanghai — ^is only an episode which may be sugges- 
tive of the attimde and policies which the Chinese may decide 
upon. 


CHAPTER VII 


LEASEHOLD IN THE INTERNATIONAL 
SETTLEMENT OF SHANGHAI 

T he exercise of Chinese sovereignty in the International 
Settlement of Shanghai centers around the issuing of 
title deeds, the jurisdiction over roads on land leased to 
the Municipal Council, and the control of the repair of wharves 
and jetties — the boundaries of the Settlement along the water 
fronts. 

The campaign for the rendition of concession areas if real- 
ized would not affect the International Settlement, for its status 
is different from that of the concessions. Concession areas were 
leased by the Chinese Government to the foreign Powers which 
held them. The agents for the nations holding the concessions 
laid out the area in suitable lots, and granted leases for long 
terms to their own subjects. Rendition of concessions means the 
return to China of the "leased areas” by the nations which have 
held them. When this is accomplished foreigners holding leases 
within the areas will hold directly from the Chinese governing 
authorities. In the years 1927-30 four British concessions^ — 
Amoy, Hankow, Kiukiang, and Chinkiang — were returned; the 
transfer of Wei-hai-wei was consummated, and in 1931 the Bel- 
gian Concession in Tientsin was relinquished. The status of the 
International Settlement is different; in fact its exact status is 
a matter of controversy. 

The history of the Settlement generally known to the man in, 
the street is that, back in the fifties of the last century, the Chi- 
nese told the foreigners they could take up residence and lease 
land for business purposes on the mud flats where the Soochow 
Creek joins the Wangpoo River. 

Today, the visitor to Shanghai may step from the tender of 
an ocean liner onto an extensive quay, and proceed along The 
Bund, a well-paved boulevard, flanked on the land side by im- 
posing office buildings which would be a credit to any me- 
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tropolis. This is the portal to the foreign settlement which in- 
cludes the International Settlement and the French Concession, 
or, in the literal translation of the Chinese term, the 'Teased 
Area.” Extending far to the left and into the interior, the 
French Concession comprises an extensive business and residen- 
tial section; far to the left and likewise extending into the in- 



terior is the Chinese city. Chapei and extensive Chinese sections 
extend far to the right. It all appears to be a huge, sprawling 
metropolis; the visitor cannot distinguish where one community 
ends and another begins, any more than one distinguishes the 
boundary between Los Angeles and Hollywood, or New York 
and the Bronx. To all appearances the foreign quarter— the 
French Concession and the International Settlement— domi- 
nates. The old Chinese city remains almost unmodified by 
proximity to the foreign community; it is congested and none 
too sanitary. The mud flats that have become the International 
Settlement itself have been drained and filled in behind the 
jetties; and the Settlement that grew up there is now a well- 
paved, well-lighted European city with water supply, sewerage 
system, and all that makes for comfortable living in the west- 
ern sense. The same is true of the French Concession. 
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The French Concession has a status of its own comparable to 
that of other concessions throughout China. But the Interna- 
tional Settlement is individual. Throughout its history it has 
been greatly influenced by the British who did business there; 
its governmental development is somewhat Anglo-Saxon in 
character. The Land Regulations formulated in 1870, amended 
and regranted in 1898, have been looked upon as a sort of 
Magna Carta of their privileges. 

These Land Regulations, when amended and regranted in 
1898, were drafted by a special committee and passed by a spe- 
cial meeting of the foreign ratepayers; then they were sent by 
the Municipal Council both to the Senior Consul for considera- 
tion by the Consular Body, and to the local Chinese officials. 
After approval by these various authorities, they were sent to 
Peking for ratification by representatives of the Treaty Powers. 

Matters were greatly facilitated when the Chinese local offi- 
cial, Taotai Tsai, informed the Senior Consul that the Viceroy, 
having received a copy of the amended Land Regulations, 
deemed it undesirable to interfere with them; and that definite 
provisions should be agreed upon between the Municipal Coun- 
cil and the Consular Body with the sole object of making them 
advantageous to the people and merchants. In the spring of the 
following year (1899), after approval of all parties concerned, 
Taotai Li informed the Senior Consul that His Excellency Liu, 
Superintendent of Southern Trade, had approved all proposals 
— ^revisions, amendments, and extension of jurisdiction as well. 
He also forwarded a copy of a proclamation which he had writ- 
ten to the Shanghai District Magistrate for the purpose of put- 
ting the proposal into force. This proclamation published the 
Chinese authorization for the Regulations and declared them 
binding. In translation the proclamation says: 

The Regulations jointly framed at various times for the former Set- 
tlement, as well as the subsequently added new Regulations framed at 
the time of the extension of the Hongkew Settlement, . . . have al- 
ready been published by the Municipal Council and posted at the en- 
trance of the Municipal Office and at other conspicuous places for gen- 
eral information. They are to be uniformly adhered to. . . , This 
proclamation is now issued for the information of all merchants and 
people; after its publication all matters within the defined limits of the 


LEASEHOLD, INTERNATIONAL SETTLEMENT 101 

International Settlement shall be governed according to existing regu- 
lations, excepting temples established by Imperial command and Chi- 
nese Government occupied sites; the existing regulations may not be 
disregarded. 

From the standpoint of western concepts, when the Chinese 
authorities had thus agreed to the extension of the Settlement, 
and accepted the Land Regulations as then existing for appli- 
cation to the extended area, the case for the validity of the Land 
Regulations and By-Laws was complete. From a legal point of 
view, that validity has been tested and proved because the Pro- 
visional Court in Shanghai, the British Court, and the United 
States Court for China, as well as other consular courts, have 
upheld the validity of these same Land Regulations and By- 
Laws. Here is another example of terms of a contract between 
foreigners and Chinese being maintained by foreign jurisdic- 
tion. 

With this assurance of authority the International Settle- 
ment has functioned, assuming security against all innovations. 
The source of its authority was even forgotten, and recently be- 
came the subject for special investigation. At the suggestion of 
the Kyoto Meeting of the Pacific Relations Conference, Mr. 
Justice Feetham of South Africa was invited by the governing 
body of the foreign city, the Municipal Council, to inquire into 
the history of negotiations between foreigners and Chinese. It 
was hoped that he would ascertain the basis upon which the 
foreign settlements may continue to exist. His report, released 
during June and July, 1931, covers the history of the Interna- 
tional Settlement from the beginning and deals comprehen- 
sively with the whole problem. His recommendations naturally 
involve more detailed study than can be summarized here.^ In 
this chapter, however, we may suggest the scope of the prob- 
lem; we shall attempt to define the principles involved in order 
to assist our understanding of the bearing of contractual busi- 
ness relationships upon extraterritoriality. 

Back of the 1870 Land Regulations and their amendment in 
1898 there is a story of beginnings that explains the origin of 

1. The discussion in this chapter is based upon investigations which were 
made in the winter of 1931; it is the result of an independent study. 
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the governing bodies just mentioned. At the start there were 
simple regulations for this area in which the British and other 
foreigners could acquire land from Chinese holders. Any agree- 
ment concerning land transfer between a Chinese and a for- 
eigner (let us say British for clearness) was reported to the 
British Consul, who reported to the Taotai (the proper Chinese 
official for the distria) . The Taotai in turn issued to the British 
subject, through his Consul, a title — a perpetual lease — for 
which a small annual rent was paid to the Chinese authorities. 
In 1845 a committee of three British merchants was appointed 
by the British Consul, and approved by the Taotai, as overseers 
for the general welfare. They came to be known as the "Works 
and Jetties Committee. Nine years later the foreign renters of 
land held a public meeting, called the ratepayers’ meeting: the 
Settlement provided for itself an elected representative body, it 
initiated the organization of a police force, and arranged for 
the exercise of compulsory powers of taxation.^ The original 
Committee, or Office of "Works and Jetties, whose business it 
was to make the Settlement habitable, and to provide condi- 
tions favorable to trade and commerce, became the Municipal 
Council, eleaed by the ratepayers; it exercised jurisdiction over 
the police power and regulated taxes, developed public works, 
and governed the Settlement. The custom of government was 
written down in the Land Regulations and approved by Chinese 
authorities in 1870. Residents and ratepayers have therefore 
looked upon the Land Regulations as the constitution, to use 
American terminology, of the Settlement, which they conceive 
of as a self-governing community, a unit existing beside the 
French Concession and the native city, all of which are spoken 
of as the city of Shanghai. 

The Consular Body, comparable to an executive council, has 
always been looked upon by the Municipal Council as the 
guardian of the rights and privileges of the Settlement. This is 
still true, even though the Chinese within the Settlement were 
finally, in 1928, admitted to representation in the Council. Chi- 
nese residents now choose their representatives, and through 

2 . Report of Honorable Mr. Justice Re etham, CM.G., to the Shanghai Mu- 
nicipal Council, \ 
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a member of the Foreign Affairs Department of the Chinese 
Government their names are reported to the Consular Body, 
which submits the names to the Council. The Consular Body is 
thus clearly an authoritative guardian of the status of the 
Council. 

The process by which the Chinese were admitted to member- 
ship in the Council is interesting.® It is also interesting to know 
at the beginning that the Chinese pay 55 per cent of the total 
tax budget of the Settlement. Yet it must also be noted that the 
record shows that while the average per capita tax upon foreign 
residents is 145 taels, the average tax upon Chinese is 6.6 taels. 
Because of the old issue of 'no taxation without representa- 
tion,’' and for other reasons as well, on April 14, 1926, a reso- 
lution on behalf of the Council was presented at the meeting 
of ratepayers by Mr. Fessenden of the Municipal Council with 
the comment that one way "to secure the co-operation of the 
Chinese is by recognizing the justice of his desire to have a 
voice in municipal afifairs.” The resolution stated "that in the 
opinion of this meeting the participation of Chinese residents 
in the government of the Settlement is desirable, and that the 
Council is hereby authorized and instructed to make forthwith 
representation to the Powers concerned with a view to securing 
the addition of three Chinese members at an early date.” The 
resolution was forwarded by the Council to the Consular Body 
for transmission to the Foreign Ministers at Peking and the 
Chinese authorities. "In October 1926 the Consular Body re- 
ceived a communication from the Commissioner of Foreign 
Affairs, stating that he had referred its communication with re- 
gard to Chinese representation in the Council to the Waichi- 
aopu (Ministry of Foreign Affairs), and was informed that the 
General Government and the provincial Government” had "ap- 
proved and accepted the offer as a temporary arrangement.” 
On being informed of this communication the Diplomatic 
Body authorized the Consular Body to "come as soon as pos- 
sible to a temporary arrangement with the local Chinese au- 
thorities in Shanghai for putting this suggestion into effect, 
pending such time as the necessary formal alterations can be 

3. Feetham, Report, I, 128-'129. 
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made to the Land Regulations.” Three Chinese members were 
admitted April 20, 1928; and on May 2, 1930, the number was 
increased to five. There are fourteen members in all: five Brit- 
ish, two American, two Japanese, and five Chinese. 

Since 1927 the Chinese have been endeavoring by a new re- 
organization of their city to reclaim their jurisdiction (which 
they assumed had been allowed to slip away through careless 
administration) , and to exercise the sovereignty which they be- 
lieve is theirs. To this end they have created the Special Mu- 
nicipality of Greater Shanghai, in which the International Set- 
tlement is comparable to a borough. It is the desire and 
purpose of the Chinese creating the Special Municipality of 
Shanghai to exercise the sovereignty of the Chinese city over 
the borough of the International Settlement as a part of their 
Municipality. 

That ambition has shown itself in three particulars. The first 
is in relation to roads. The Municipal Council according to 
Article VI of the Land Regulations has exercised the right to 
build roads leading out of the Settlement. Land was acquired 
by purchase from the owners. The Council held a private right 
of ownership in these roads — quitclaim and perpetual lease. As 
a result the settlement of foreigners has followed the roads. 
There has been a tendency for foreigners to assume that juris- 
diction of the Settlement followed the foreigners holding land 
along the roads which were owned by the Council. In ways 
such as this, jurisdiction of the Settlement was being extended; 
such extension of jurisdiction has been resented by the Chinese. 
To checkmate this tendency and in fulfilment of the demand 
for recognition of Chinese sovereignty, the Special Municipality 
of Shanghai has recently claimed sovereignty over the roads. 
Through Chinese police or soldiers all work on the roads ex- 
tending out from the International Settlement, and in which the 
Municipal Council claimed ownership, has been interfered 
with; for the Municipality of Greater Shanghai insists that no 
repairs may be made upon any roads wi t h in its jurisdiction 
without its permit. Such permit, moreover, is to involve recog- 
nition of the ownership of the roads by the Municipality of 
Greater Shanghai instead of by the Municipal Council of the 
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International Settlement. So far, affairs are at a standstill. The 
Municipal Council refuses to forfeit its ownersliip, which is in- 
dependent of Chinese municipal authorities; the Municipality 
will allow no repairs. 

In like manner the Chinese have claimed jurisdietion over 
the jetties. Through police or soldiers the Chinese Municipality 
has stopped every attempted repair of the break in the jetty on 
the Soochow Creek, which I understood to be along the edge 
of the area added to the original Settlement in 1899. Work may 
be undertaken only with a permit, and a permit requires recog- 
nition that the land adjacent to the repaired jetty is held of the 
Chinese Municipality. To the present the Municipal Council 
has refused to forfeit its complete jurisdiction within the Set- 
tlement, which is independent of Chinese municipal authorities; 
and the Municipality will allow no repairs. 

In the third place the Chinese, contending that their sover- 
eignty shall be the sole sovereignty in China, have been asking 
that all land held in perpetual lease within the Settlement shall 
be held directly of the Land Bureau of the Special Municipality 
of Greater Shanghai. New instructions, issued in 1930, require 
that all deeds of lease (or bills of sale) made out in the Inter- 
national Settlement before 1930 shall be replaced by new deeds 
within four months after the Land Bureau assumes control of 
matters pertaining to foreigners. In the futxire foreigners leas- 
ing land from Chinese citizens shall take out draft deeds of per- 
petual lease furnished by the Land Bureau; all other transac- 
tions will be invalid. Furthermore, any draft deed not given in 
exchange for a title deed within two months of the date of exe- 
cution shall be null and void, and the land shall revert to the 
Special Municipality of Greater Shanghai. This requirement 
when applied to lands newly acquired in the region of the roads 
owned by the Municipal Council is one matter — a means by 
which the Chinese Municipality would make impossible the 
assumption that registration is within the jurisdiaion of the 
Settlement. The new regulations requiring registration of mort- 
gages and the issuance of new land deeds even for transfer be- 
tween persons of the same nationality have, however, involved 
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the application of Chinese jurisdiction over title deeds inside 
the Settlement proper. 

The surrender of the position of the Municipal Council in re- 
lation to the roads -which it holds as private property is looked 
upon by ?ome merely as recognizing a demand for the rendi- 
tion of property -which had been purchased, but the return of 
which, from the point of view of the Chinese Municipality, it 
is legitimate to demand because the control of roads and water- 
ways is looked upon as an essential part of the sovereign rights 
of any municipality. Others see something still more far reach- 
ing, namely, if the Municipal Council recognizes the sover- 
eignty of the Chinese Municipality over it as the owner of the 
roads, it (the Council) is no longer solely the independent agent 
of the self-governing community of ratepayers in the Interna- 
tional Settlement. A similar argument holds in relation to the 
demand for recognition that the land adjacent to the repaired 
jetty is held of the Chinese Municipality. Gradually other, and 
in the end all, jetties and wharves could in like manner be 
brought under Chinese jurisdiction. If this should come to pass 
the original funaion of the Municipal Council — the Office of 
Works and Jetties — ^would vanish. The control of the jetties 
involves the right to tax them, and the right to tax would in- 
volve the power to regulate the commerce therefrom. "If you 
control the banks of the streams you take away the raison d’etre 
of the Municipal Government of the International Settlement, 
— the control of its business life, its trade and commerce.” 

Likewise, the procedure for landholding which is now in 
controversy between the Municipality of Greater Shanghai and 
the International Settlement, is very far reaching in its conse- 
quences; the readjustment demanded by the Chinese is believed 
to threaten the whole credit system of the International Settle- 
ment. Credit — as we have already shown — can only occasion- 
ally be based upon securities, for dependable securities hardly 
exist in the present stage of Chinese industrial and financial de- 
velopment. There is almost no local security other than land; 
in consequence, most of the security for credit within Shanghai 
is upon property within the foreign settlements. Guaranties for 
loans and for bonding purposes, also, rest upon land values. 
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Moreover, land values are greatly inflated, which means that 
the basis for credit is inflated. Inflation has been due to a num- 
ber of causes which are local variations of the old law of sup- 
ply and demand plus a fluauating silver exchange. The in- 
creased demand for land has been due in part to instability in 
government, to civil war and banditry in the areas outside the 
foreign settlements. Since the revolution in 1927, especially, 
there has been considerable migration into Shanghai of Chi- 
nese of means who have come there to enjoy the proteaion af- 
forded by the International Settlement and to avoid irregular 
and confiscatory taxation from military generals without. This 
increase of population within the limited area has naturally in- 
creased the demand for land for residence, business, and in- 
vestment. A contemporary faaor of equal importance has been 
the accumulation of silver in Shanghai, both as a safe depository 
and as a place for investment. This oversupply of money seek- 
ing investment within a limited area has greatly increased 
prices. In addition the recent world-wide drop in the value of 
silver and silver money sent the inflated values still higher. 
And, finally, because of unstable currency values resulting from 
fluauating exchange, land has inevitably become more than 
ever equivalent to a gold reserve. Excessive prices have been 
paid for land, even $5,000 a front foot for shallow lots in the 
business section. Consequently, the credit basis for banking 
and all financial transactions has become enormously inflated. 

In view of these circumstances the new proposals regulating 
land transfer and registration of leases, which exact high fees 
and threaten confiscation for nonconformity, are a serious mat- 
ter. The execution of such a program would unavoidably de- 
flate land values. Any deflation of land values would mean de- 
flation of credit values, which would inevitably weaken the 
aedit system, perhaps even threaten the whole credit structure 
of the local financial banking community. Drastic local defla- 
tion would affea foreign as well as Chinese business and bank- 
ing, which, though small in the world’s total, has wide ramifi- 
cations; and the results could not be without influence on the 
world at large. 

The Consular Body of the International Settlement, there- 
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fore, has resisted these contemplated changes. The Consular 
Body, however, is not only representative of the point of view 
of the Settlement; it is, naturally, representative of the point of 
view of the Treaty Powers also. That Body, therefore, in a sense 
an authoritative spokesman, brings into the local government 
of Shanghai the undue influence of official representatives of 
the Powers. It may be that it was to protect the young Munici- 
pality of Greater Shanghai from such possible undue influence 
on the part of the foreigners that the Foreign Minister in Nan- 
king informed the Municipality that the Consular Body is not 
recognized by the National Government and therefore has no 
legal status; that consequendy there is no reason why the Mu- 
nicipality of Greater Shanghai should — ^in faa there is every 
reason why they should not — deal with the Consular Body in 
connection with matters pertaining to the Municipal Council.* 

Before 1930, according to the Land Regulations, the issuing 
officer, who stamped the deeds made and presented by the va- 
rious foreign consuls, was the Commissioner of Foreign Affairs 
for the district within which the International Settlement as- 
sumed itself to be an independent municipal unit. In the new 
procedure the officer to sign and seal the triplicate deeds will be 
the Director of the Land Bureau of the Special Municipality of 
Shanghai, in fact the office of Commissioner of Foreign Affairs 
has been abolished. This unilateral change in the Land Regula- 
tions was protested against by the Consular Body; the Chinese 
replied that due notification of the change had been given. 
Moreover, the new regulations required that transfer of title 
deeds by consular authorities should be replaced by the issue of 
new deeds in triplicate, which shall be a form of deed furnished 
by the Land Bureau and shall include an attached plan of the 
holding which must be prepared by the Bureau and not as for- 
merly by the consular authorities. 

In relation to the 1930 proposals for reissuance of all title 
deeds under the authority of the Land Bureau of the Munici- 
pality of Shanghai, the Senior Consul held that such practice 
would be a contravention of the Land Regulations of the In- 
ternational Settlement, and these Regulations are being held as 

4. Shanghai Evening News, March 14, 1931. 
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a veritable Charter of Liberties. The old deeds had been drawn 
by the various consulates; the maps attached were from sur- 
veys authorized by the Municipal Council. The whole was sent 
to the Chinese Commissioner of Foreign Affairs of the district 
for stamping. Finally, all deeds were recorded, not with the 
Chinese but in the consulate of the national holding the lease. 
Furthermore, these old deed forms had stated that the land 
leased by a foreigner was located in the Treaty Port of Shang- 
hai, whereas the new forms state that the land is situated in the 
Special Municipality of Shanghai. Particular protest was made 
against this change because even though it is nominally con- 
cerned with land registration, the acceptance of it in this par- 
ticular might 

seriously prejudice the Couticil’s position in any negotiation which may 
take place in the future in respea to the Council’s administration or 
future status. ... To labor the point — if the Settlement and Con- 
cession are no longer to be regarded as an enclave but as distrias of the 
Shanghai Special Municipality, what limit is there to control by the 
Special Municipality over all matters not specifically covered by the 
Land Regulations ?' 

Two other points in the new program of registration, vigor- 
ously protested against by the Consular Body, were penalties 
and excessive fees. The penalty for nonpayment of annual 
ground rent, and likewise the penalty for surreptitious transfer 
of rented land without the formality of a new deed issued ac- 
cording to the new law, was to be confiscation. It was asserted 
by the Senior Consul that "it is quite new to find one munici- 
pality with rights of eminent domain over another munici- 
pality.” Especial protest was made against the 50 pet cent tax 
upon the difference between the declared value and the actual 
cost; this was interpreted as "meant to be an increment of value 
tax on foreign deeds” which would be made possible by the 
requirement of the issue of new deeds upon every transfer of 
property; this was pronounced to be "a capital levy on the in- 
creased value.” 

5. Manuscript correspondence between Dr. Tchou Yen, Director of the jUnd 
Bureau of the Special Municipality of Shanghai, and the American Consul Gen- 
eral and Senior Consul, Edwin S. Cunningham. 
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It is quite clear that confiscation as a tool of newly asserted 
sovereignty seems, to the governing bodies of the International 
Settlement, to be a serious upsetting of the status quo ante, as 
well as of legal concepts held by western officials. At present, 
confiscation is a threat. A blockade of the primary functions of 
the Municipal Council through the assertion of jurisdiction by 
the Special Municipality of Shanghai, and the prevention of re- 
pairs without permit, are technical methods of exercising the 
sovereignty which the Chinese claim in theory. 

Whether such changes can be accomplished within the scaf- 
folding of extraterritoriality, it is difficult to prophesy. Much of 
course depends upon the stability, strength, and endurance of 
the Nanking Government. If this Government, carrying out the 
resolutions of the People’s Convention of May, 1931, proceeds 
to act on the assumption that extraterritoriality can be abolished 
unilaterally, and if this is accomplished (in 1932, as originally 
planned, or later), then the methods of control already pro- 
jected by the Municipality of Shanghai may be those employed. 
These attempts to extend Chinese sovereignty over jetties, 
roads, and leaseholds do not appear to deny to foreigners the 
right to hold land under condition. It is quite clear, however, 
that the Chinese are determined to exercise sovereignty; and the 
policies above outlined ignore obligations undertaken, or cir- 
cumstances permitted, by previous governments. Extraterritori- 
ality and all special privileges and exemptions are destined in 
their program to be eliminated. Chinese sovereignty must be 
recognized. 

In this particular it is interesting to note how in its dealing 
with the International Settlement — a unit organized along 
western lines — the Chinese method of procedure is modeled 
upon western practice in municipal government. Even the un- 
earned increment tax is according to advanced theories of taxa- 
tion already in partial use in England itself. The Chinese 
would, evidently, meet the West with the ideas and technique 
of the West. 

Not only foreigners but Chinese of wealth fear that the ex- 
tension of Chinese sovereignty under present conditions may 
result in irregular, even confiscatory, taxation of all property 
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and business, because from time to time that is now taking 
place — as already described — outside the boundaries of the In- 
ternational Settlement and other special areas. Members of the 
International Settlement are, therefore, clinging to the techni- 
calities which, according to western thinking, guarantee them 
definite rights and privileges, even though these guaranties 
were given by a former regime. Control by the present Chinese 
Government holds no guaranty of security, either for life or 
property; it might even prove disastrous to both Chinese and 
foreign business. The Japanese will, of course, quote the 
methods used against their rights and commerce in Manchuria 
as proof, to them, that this is true. 

Superficially it is easy to see, throughout the programs under 
discussion, an attempt to extend Chinese sovereignty into the 
International Settlement without the formal abolition of extra- 
territoriality. It appears to some to be another evidence of a 
policy of confiscation of foreign property rights; to others it is 
merely an attempt in practice to set aside the Land Regulations 
of the International Settlement, even though they have been 
recognized as the contract upon which the Settlement has based 
its government. To those considering the business interest in 
the city of Shanghai alone, such drastic change in conditions of 
leasehold threatens the credit system of the Settlement in the 
case of banks, foreign and Chinese, and of individuals as well. 
To those who have built their financial security to a great ex- 
tent upon the present property values, such a policy toward 
leasehold, one which might deflate property values and shake 
the credit system of the International Settlement, appears revo- 
lutionary and dangerous. Moreover, it would be inevitable that 
subsidiary contractual business relationships must also be af- 
feaed. 

Whether such changes can ever be accomplished with the 
scaffolding of extraterritoriality still standing, it is diflScult to 
prophesy, yet the answer would seem to be prerequisite to any 
evaluation of the importance of extraterritoriality to business 
contracmal relationships in general as well as to those of a 
leasehold nature. Are business and business relationships de- 
pendent upon guaranties under extraterritoriality now and here- 
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after; or are they dependent upon whatever poliq?- the Chinese 
Government, national or local, may choose to pursue? 

These attempts to extend Chinese sovereignty over leasehold 
do not appear to deny to foreigners the right to hold land imder 
condition. Indeed, Foreign Minister C. T. Wang at the reces- 
sion of the Belgian Concession in Tientsin clearly stated that 
favored-nation clauses in the treaties would allow foreigners to 
buy land. The amount of land to be purchased, however, will 
probably be limited for very practical reasons: if one knows 
that in some provinces land may be purchased for an average 
of $11.00 Mex. per mou, or $17.00 gold an acre (with the 
exchange $4.00 Mex. to $1.00 gold) , it is easy to .understand 
the fear that land purchase by the foreigner might give him 
even greater power than he had under the extrality treaties. It 
is consequently quite clear that no policy of land purchase will 
voluntarily be allowed which might give to the Japanese, for 
example, an opportunity to extend their jurisdiaion into Man- 
churia by the simple method of land purchase. 

Above all one thing is certain, the Chinese are determined to 
exercise sovereignty first; what may happen to business or busi- 
ness contractual reladonships is a matter of much less concern. 

In practice, however, especially in the region south of Man- 
churia, there are Chinese bankers and business men who have 
had enough international business knowledge and experience 
to work for conditions that shall insure stability. Frequently, 
they are willing, to cooperate with foreigners; but, on the 
whole, they wish for the elimination of those special privileges 
which they feel give foreigners an undue advantage. Western 
practice on Chinese initiative is, therefore, more acceptable than 
western praaice suggested by the foreigner. Nevertheless, in 
Tientsin there is a case of joint management which has been 
arranged in anticipation of the recession of the concession areas 
to the Chinese. Foreign money, for the most part, has been in- 
vested in Tientsin public works — ^water, light, sewerage, streets 
—and bonds are not yet paid. In order to guarantee repayment 
after the concession shall have been given back to the Chinese, 
something like a trusteeship is being created and provision is 
made for a sinking fund requisite to repaying the bonds within 
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a decade. The personnel for this so-called trustee-management 
is both Chinese and foreign — the head is Chinese with func- 
tions prescribed in the agreement. The Nanking Government 
has approved of the arrangement, which is quite different from 
the devices of the Municipality of Greater Shanghai for con- 
trolling roads, wharves, and jetties. To be sure, the circum- 
stances are different from those in Shanghai. In itself the Tient- 
sin plan is a good one: an arrangement western in organization 
for the payment of obligations to westerners for what is to be 
taken over by the Chinese; the management under a Chinese 
chairman is to be a joint affair until the foreign interests have 
expired; it has the approval of the Nanking Government; in 
the end the public works will belong to the Chinese. There are 
those who question the workability of the plan. It is, in fact, 
a contractual relationship which, though very well safeguarded 
within itself, will really depend — as do business contractual re- 
lationships in China — upon the good faith of the parties; or, 
in case of a breakdown, it must depend for support upon the 
Chinese courts or the National Government. If it works it will 
be because the Chinese wish it to work; it will depend upon the 
policy of the Chinese in regard to agreements with foreigners; 
it may depend upon the stability or policy of the Nanking Gov- 
ernment. 

Do the Chinese intend, if they can regain their sovereignty, 
to discriminate against the foreigners, to make conditions so 
impossible that they cannot continue to reside and carry on 
business in China at all? Is confiscation their program? or is it 
merely a tool, a means by which they would gain their sover- 
eignty? The answer rests, as we have stated repeatedly, in the 
character and purpose of the government of Nanking, and of 
the local governments as well. The uncertainty is so great as to 
handicap adjustments that might otherwise seem reasonable 
and simple. Therefore, the simation seems to call for some 
machinery of cooperation whereby the Chinese may realize 
their ambitions immediately without too much unreasonable 
obstruaion, or too great risk to the economic life of China 
which is both foreign and Chinese. 



CHAPTER VIII 


THE NEED OF MACHINERY FOR 
COOPERATION 

W ITHOUT question the Nanking Government has 
been justified in saying that extraterritoriality must 
go, especially when it is impossible, because of the 
foreign jurisdiction exercised in concession areas, to bring even 
Chinese lawbreakers to trial by Chinese in the Chinese courts. 
This is true, for example, in relation to Chinese who peddle 
opium in and from the French concession in Shanghai. The 
opium king is alleged to pay the concession $125,000 Mex. a 
month for the privilege. Inside information has it that he ofi 
fered the Shanghai Municipal Council $250,000 a month for 
the same privilege, but was refused.^ A similar situation exists 
in Manchuria. Here, the Japanese have been caught again and 
again and turned over to the Japanese Consular Court for trial; 
but the opium smuggling continues. An article from the Ne'W 
York Times, dated Tientsin, May 10, 1931, reports that a sur- 
vey of the opium evil has resulted in an estimate from the Bu- 
reau of Social Affairs that 

12,000 dens are operating to-day [in Tientsin} in the Japanese and 
French concessions. Officials of the British concession keep the evil at 
a minimum, and no statistics have been given out as to the number of 
dens in the Chinese city or in the former German and Russian con- 
cessions which are now under Chinese administration. 

The official estimate of the opium consumption in the Japanese and 
French concessions places the cash value of the drug smoked daily at 
$30,000. Some of the opium dens are large hotels, three of which make 
profits estimated at more than $500,000 a year each. The resorts for 
smokers range from these elaborate establishments down to single 
rooms in shabby private houses. 

Except for small quantities of very costly Persian opium imported for 
rich epicures, all of the drug smoked in Tientsin is grown in China. 
The most expensive comes from Jehol and Manchuria and retails for 

1. The same statement is quoted by Sherwood Eddy, The Challenge of the 
East, p. 78. 
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$4 an ounce. The second grade comes from Suiyuan and Charhar, 
northwest of Peiping and brings $3 an ounce. The cheapest grade, at 
$2.40 an ounce, comes from Shensi Province. 

From 1925 until the summer of 1928 the late notorious General 
Chu Yu-pu, then Governor of Chihli Province, obtained an enormous 
revenue from opium by taxing every lamp $8 a month. Sinc^ the Na- 
tionalists captured this area in 1928 an effort has been made to sup- 
press the evil. 

Closely related to this, and equally annoying to the Chinese, 
is the situation in respect to extradition; it sometimes even com- 
plicates the dealing with evasion of the law in relation to opium 
smuggling. The lack of satisfactory extradition arrangements 
between Chinese China and the foreign settlements in China 
frequently results in the foreign settlements sheltering Chinese 
from justice. A Chinese policeman, for instance, when pursuing 
a lawbreaker, may not follow him across the street if the other 
side is within a concession, British, French, or Japanese. The 
suspect escapes pursuit immediately he crosses into any foreign 
settlement. The same restrictions apply between concessions, 
and in relation to the native city; foreign police may not go 
beyond the jurisdiction of the nationals whom they serve. The 
result is the thwarting of justice. There is much to be said on 
both sides of this question as there is in the opium matter; un- 
questionably there are evils on both sides. The Chinese argue, 
for instance, that so long as foreigners smuggle opium and 
make money out of it, Chinese can't afford not to get some of 
the loot; some foreigners turn this the other way around. The 
truth is, one evil does not justify another; there are a round of 
evils under cover of extraterritoriality — abuses too numerous 
to catalogue — ^which without question should be done away 
with. 

The existence of the special areas, on the other hand, and the 
consequent freedom from interference by Chinese in the present 
chaotic state of China's existence, is of advantage to the Chinese 
themselves. As has been indicated earlier, Chinese banking, 
Chinese export-import business, and other Chinese enterprises 
have been able to develop here; they have not developed out- 
side the areas and independent of them to any appreciable ex- 
tent. Within the special areas the Chinese as well as foreigners 
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have been exempt from the irregular and destructive taxation 
existing in regions outside; this alone has been a great advan- 
tage, it has put them on a par with foreigners and given them a 
chance in open competition. This security is so much coveted 
that even in 1931, when there was agitation for the rendition 
of Shanghai, Chinese in that Chinese section of the city called 
Chapei were asking to be taken into the International Settle- 
ment. Moreover, it is also true that in 1930 Chinese in two 
hundred villages around Wei-hai-wei, appreciating this busi- 
ness stability and prosperity derived from a foreign conces- 
sion, petitioned Nanking that the British concession in that 
port be allowed to continue, Chinese are loyal to China, but 
once experiencing the benefits of ordered government and the 
sense of security resulting, they are desirous that it should con- 
tinue; Chinese living inside the concessions hope for the con- 
tinuance of their security and their prosperity. Some of the pros- 
perous Chinese in modern business beUeve it to be so essential 
that, in spite of their sincere desire that their nation shall be 
freed from the onus of extraterritoriality, they regret the vigor 
of leaders whose determination to realize this political, nation- 
alistic objective is so great that they have been forging ahead 
at all costs. Economic catastrophe, should it come, is assumed 
by those leaders to be a matter of much less importance than 
the recognition, or the exercise, of their sovereignty. 

If there were only some means by which the evils of extra- 
territoriality and the odium of the term might be gotten out of 
the way; and if it were possible to recognize Chinese sover- 
eignty in China and yet for the present preserve such stability 
in a minimum number of centers as would make it possible for 
the Chinese to keep the very real beginnings — ^which are indeed 
remarkable — of the new economic strucmre which they have, 
then something very great for the vital interests of China would 
be achieved. A layman might suggest new treaties for old; new 
treaties eliminating sovereign rights of foreign nations in the 
place of Chinese sovereignty; they might be called commercial 
treaties ; they should be multilateral in charaaer, which in itself 
would be a recognition of Chinese sovereignty. Their purpose 
should be to guarantee such conditions as are essential for the 
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stability necessary to the safeguarding of that nucleus of eco- 
nomic life at present existing until rehabilitation of economic 
and political life shall be equally well established throughout 
China. So long as it remains a political matter the situation is 
uncertain; if it can be made non-political, if it can be dealt with 
as a business situation, which in reality it is, then some solu- 
tion may be forthcoming. Can the whole matter be transformed 
into something like Chinese modern banking that must have its 
roots in China, its branches in the world of international rela- 
tions? 

After all China is so big and conditions are so varied in dif- 
ferent sections, that no blanket formula can possibly be ade- 
quate to the whole. Moreover, the numerous problems of 
China are in such different fields of activity that a political ap- 
proach, alone, is quite inadequate. The satisfactory arrange- 
ments of the oil and tobacco companies in the matter of taxa- 
tion, for example, were made possible because they were taken 
out of the political arena and dealt with separately, as practical 
business problems, which they were. Could one Chinese prob- 
lem after another be isolated and dealt with in terms suitable to 
its own inherent demands, an accumulation of successful ad- 
justments might ultimately help to create the world the Chinese 
covet — an independent, stable, prosperous China. 

The Canton group (1931) — ^perhaps for the political pur- 
pose of gaining the recognition of the Powers, perhaps because 
they believe it to be necessary for Chinese banks and other 
forms of Chinese business life to be for a time protected within 
concession areas — is reported to have said that China is not yet 
ready to take the responsibilities which the immediate abolition 
of extraterritoriality would involve. Their present program is 
concerned with '"the immediate granting of self-government to 
the people, with the establishment of agricultural banks for 
granting cheap credit to peasants, . . . with the inauguration 
of cooperative societies, with land laws and regulations govern- 
ing trade-unions.’'^ This statement by one of the able friends 
and loyal followers of Sun Yat-sen, is offered to indicate a pos- 

2. From an interview of Mr. Wang Chung-wei with the correspondents, 
Shanghai Evening NewSt 19^1* 
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sible view of the problem; a view indicative of a realization of 
primary necessities in the economic life of China. How strong 
the Canton group may become, and whether they will be able, 
should they replace the present rulers in Nanking, to free China 
from rival military factions, it is impossible to say. 

Perhaps this brings us to the question, Is the capitalistic or- 
ganization of society, with its extreme nationalism, capable of 
the kind of cooperation that shall replace the evils of extrality 
and preserve the essential good? Are the Chinese themselves 
ready to think in these terms or will they insist upon national- 
ism first and foremost? They are quite right not to wish to sur- 
render an iota of their sovereign rights even in theory, if there 
is any chance that those sovereign rights are going to be seized 
upon by other nationals, to the disadvantage of the Chinese. 

The philosophy of Sun Yat-sen and the practice according 
to his teaching, including the machinery of government already 
established, offer as wise a program for reorganization within 
China as seems possible under present circumstances. Even Chi- 
nese who would prefer another basis, could they choose, argue 
quite genuinely that it is wise to build upon the foundation al- 
ready laid; for that reason they have supported the Nanking 
Government, even though, to them, it has not been ideal. Mean- 
while, before the Period of Tutelage can be safely passed, will 
Chinese overthrow the present beginnings of Chinese national 
and international economic Efe, which is young and conse- 
quently insecure, in order to win their objective, political na- 
tionalism? This, carried to excess, as it has been throughout the 
world during the last half century, has become an obsession 
bordering upon insanity. Will those of the Chinese who share 
this obsession insist upon the letter of the law in the western 
sense, making drastic changes to prove their point? If they do 
they may have a chaos that will be engulfing.® In this case capi- 

^ 3. The Japanese will, of course, quote the methods used against Japanese 
rights and business in Manchuria as proof, to them, that this is true. The Man- 
churian crisis has developed since this was written. That crisis, already (Janu- 
ary, 1932), is quoted by some as proof of the folly of Chinese policy, which, 
by sabotage, especially in the Fengtien Province, would have eliminated foreign 
privilege. This is probably only half the story, for the Chinese cannot be held 
entirely responsible for that conflict and that disaster. 
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talistic society and friends of capitalism may be rejected; the 
result may be a swing to communism as the way out. 

To those who believe in the League of Nations, and who be- 
lieve that it will ultimately become effective in its regulation of 
international finance, and who believe that it must and will 
have power to assist and coordinate various national and na- 
tionalistic groups in their stmggle for existence, there appears 
to be a potential solution through methods cooperative.'* The 
situation calls loudly for some system which shall replace the 
"old treaties,” and a self-aggrandizing nationalism; it needs 
multilateral agreements that shall replace the old idea of con- 
cert of the Powers which was negative rather than constructive, 
for by it nations merely sought to keep each other from getting 
the advantage. The situation is in desperate need of some ar- 
rangement that is really cooperative for the economic well- 
being of all parties concerned. 

Throughout this discussion it has been quite clear that honor- 
able business does not depend upon extraterritoriality; but it is 
not equally clear, that personal safety and corporate security, 
“life, liberty and property” can exist without it. One’s opin- 
ion on this point varies with one’s confidence in the intentions 
and stability of the present National Government. Through- 
out the summer of 1931, no matter how noble its intentions, the 
Nanking Government has had problems almost beyond com- 
prehension. And yet through times similar to these, except for 
the calamity of the devastating flood, Nanking has achieved 
much that is remarkable and much that inspires confidence. The 
Bureau of Inspection and Testing of Commercial Commodities, 
already mentioned,® is an instimtion of merit and achievement. 
Organized in March, 1929, it now comprises five departments : 
raw silk testing, animals and animal produas testing, cotton 

4. This is not now the case; according to present arrangement the Interna- 
tional Bank at Basle, for example, seems to have little more than a speaking 
acquaintance with the League of Nations in Geneva. Nevertheless, at the Insti- 
tute of Politics in Williamstown, 193’1, such a careful student of international 
affairs as Dean P. E. Corbett of the Law School at McGill University, out- 
spokenly claimed that it will ultimately be necessary for the League of Nations 
to become a world organization with effective powers for the proper and effi- 
cient coordination of the interests and rivalries of present nationalistic society, 
both financial and economic. 

5. See above, p. 66, n. 5. 
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testing, the department of chemistry, and lace and embroidery 
inspection (in process of organization) . The same ejEEcient de- 
partment of government which created this bureau — the Min- 
istry of Industry, Commerce, and Labor — ^publishes A Chinese 
Economic Bulletin providing economic, commercial, financial, 
and industrial information relating to the Republic of China. 
A copy taken at random, the issue for July 12, 1930, contains: 

' 'Supplementary Articles to the Provisional Rules and Regula- 
tions Governing Registration of Companies and Corporations; 
Rapeseed Cakes on the Hankow Market; Flax Crops of North 
Manchuria; Review of the Bond Market; Review of the Gold 
Bar Market; and Notes, — Commercial, financial, industrial.'’ 
This last contains an announcement of the inauguration of 
"The China Institute of Scientific Management, which has for 
its aim the rationalization of China’s commerce and industries 
so as to increase the country’s productivity.” In determining a 
policy for future action by the Institute, Minister Kung urged 
that the following three points should always be borne in mind: 

1) Administrative reforms and a fostering of a spirit of morality, 
loyal service and co-operation between the management and the work- 
ers. A proverb says that "To be willing to help others at any time is 
the highest kind of knowledge;*' therefore, it is hoped that capital and 
labor may work hand in hand for the development of the country* s 
industry. 2) Employment of more skilled labor to increase productivity 
and the curtailment of unnecessary expenses. The fact that output of 
Chinese commerce and industry is still very small points to the scarcity 
of skilled labor, and the existence of waste. It, therefore, behooves the 
country’s industrialists, managers and technical experts to find out the 
underlying cause and provide appropriate reforms. 3) Development of 
the national industries and enhancement of the welfare of the people. 
In order to remove the economic difficulties, all working for the coun- 
try*s industry and commerce should cultivate the new spirit of social 
service and have as their aim the promotion of domestic industries and 
the consolidation of the nation’s economic foundation. In pursuing 
this object, both the Government and the industrial world should work 
together. 

It is this kind of cooperation between government and the 
industrial world — ^multiplied a thousand-fold — ^which might 
solve problem after problem. Perhaps it is useless to ask a revo- 
lution— for the re-creation of China according to the Three 
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Principles of Sun Yat-sen and the establishment of the Five 
Power Constitution is revolution — to work by piecemeal metl> 
ods. Revolution by evolution must be the ultimate way out 
whether the present Chinese personnel wish it or not; evolution 
it will be, or complete devolution. The challenge to thp present 
generation of Chinese is to be party to the evolution. It is tragic 
to hear Chinese of knowledge, judgment, and experience say: 
"If I am patriotic, and I am, I believe in the Chinese and wish 
for the recognition of Chinese sovereignty; then I must not 
object to the present declared program of the men of Nanking 
in regard to extrality. Of course I do not believe in the sover- 
eignty of foreign nations being exercised in China, especially 
when it is exercised in defiance of Chinese sovereignty. But if 
we get a drastic abolition of extrality under the present circum- 
stances of instability and insecurity throughout China, even 
what we have, which we wish to protect, may be destroyed/' 
Moreover, if the Chinese, especially the rulers at Nanking, be- 
lieve that the world is, and will continue to be, what it has been 
— a world dominated by economic nationalism and imperial- 
ism, which has seemed to work to their disadvantage — it may 
appear to them to be necessary to get rid of imperialism at any 
cost, even at the risk of losing temporarily their all. 

If it must be true that there can be no modification, if it is 
true that there has been no modification of the self-aggrandiz- 
ing economic imperialism of 1897-99, when it appeared that 
China was about to be partitioned, or of 1915, when the impe- 
rialistic nations were at each other’s throats and Japan pre- 
sented the Twenty-One Demands to China, perhaps the Chi- 
nese extremists are right. If demolition must come before 
reconstruction is possible, then let them burn their house down, 
and the sooner the deed is done the better. But nowadays re- 
constructed old houses are very beautiful. 

Today, there is in the League of Nations an embryonic world 
society; there is the record of the Washington Conference that 
"spheres of influence are things of the past” ; there is a Paris 
Peace Pact; and there are new records of successful cooperative 
ventures. A beginning has been made. Already Nanking has 
manifested intelligence in this direction, especially in relation 
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to the League of Nations and its principle of expert technical 
advisers; it has been inviting experts to come and advise, some- 
times as commissions, sometimes as individuals ; they have even 
invited some of the experts to stay as councilors. 

I am convinced that persons inside the Government recognize 
the need and the value of dealing with Chinese problems in an 
expert way, as problems of expert business management. They 
recognize the value of the Secretariat of the League of Na- 
tions; in fact in 1931 three important members, including Sir 
Arthur Salter, were invited to Nanking. This policy might be 
pursued farther, even toward extensive cooperation, unless the 
fear should arise that such willingness might be abused or mis- 
interpreted, with the possible result that China might find her- 
self caught, not by old treaties, but by new devices in the name 
of international cooperation. 

When one observes these efforts and knows the desires of 
the foreign-trained Chinese personnel who are working cour- 
ageously, industriously, and faithfully to the realization of their 
ideals, then one believes in the future of China; one also be- 
lieves in the good intentions of the National Government. 
But when one looks to the horizon one knows that these efforts 
are but oases in the desert of chaos. One also discovers that 
many of these very fine foreign-trained Chinese have been away 
from their own people and are more different from the Chinese 
of the interior than they are from westerners. Moreover, the 
economic problems of the interior are more vast and more fun- 
damental than even they realize. The problem of the National 
Government of the Republic of China is gigantic. 

Nevertheless, the Chinese and the Chinese Government work 
steadily on at one problem after another. They are pragmatists 
par excellence. For instance, the creation of the Consolidated 
Tax Bureau,® which followed the arrangement between the 
British American Tobacco Company and the Nanking Govern- 
ment for a stamp tax that should be all-inclusive, indicates the 
willingness of the National Government to coSperate with 
foreign business for the adjustment of matters of concern to 
both. Here, the object was the greatest possible income to Nan- 

6. See above, p. 78. 
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king with the least possible waste of collection, and the lowest 
possible tax, to the B.A.T., with the least annoyance and delay 
from collection. The arrangement proved to be profitable to 
both. All these, and more, intelligent efforts on the part of the 
National Government may be paralleled by very remarkable 
health clinics in some of the factories of the Chinese city of 
Shanghai; there are also very simple and very efficient neigh- 
borhood health clinics for children. The health center in Pei- 
ping, and the equivalent of a visiting nurses association in con- 
nection with it, is an undertaking well thought out and well 
executed. Its success in inoculation and vaccination campaigns, 
in screening of food shops, and in school and factory health 
services is admirable indeed. 

The achievement in road building is likewise impressive: 
"According to the National Good Roads Association which was 
founded ten years ago under the chairmanship of Dr. C. T. 
Wang, there are in 1930 in the whole country 84,477 It of 
motor roads as compared with only 2,000 It in 1921.”'' 

Such enterprises of a scientific, expert character, efficiently 
executed, give one real hope for China directed by Chinese. In 
the end all this endeavor is like excavating and reconstructing 
a civilization under a mountain; the mountain threatens to bury 
them if the supports at the entrance of the excavation are taken 
away. 

For the purpose of clarifying our own thinking let us look a 
few facts straight in the face, even if the result is perhaps bru- 
tally disastrous to some cherished ideas and illusions. First, in 
the matter of personal security: In the interior of China today 
personal security both for foreigner and Chinese is nil; extra- 
territoriality does not function. Disaster to a foreigner in the 
interior of China is dealt with through normal diplomatic or 
consular channels, not by the exercise of any special jurisdic- 
tion. If it is safe to go from Peiping to the Great Wall or 
beyond to Kalgan, it is because there is peace and the local Chi- 
nese communities are functioning in normal fashion; it is not 
because any foreigner wishing to go there has special protec- 

7. Min-Ch’ien T. 2. Tyau, Two Years of Nationalist China, p. 257, n. 1, A H 
is a third of a mile. 
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tion. If banditry prevails, the faa that foreigners have special 
treaties back of them does not make it safe for them to go into 
the interior. If one is safe in Peiping, perhaps safer than in 
most large cities of its si 2 e the world over, it is because the 
Chinese are making a worthy endeavor to make it so. 

Not so long ago, 1926 to be exact, when there was no Blue 
Express from Tientsin to Nanking, on account of civil war, the 
only means of transportation from Tsing-kiang-pu to Yang- 
chow was down the Grand Canal. During the state of war then 
existing everything was commandeered except a Standard Oil 
launch flying an American flag and drawing two or three native 
boats filled with oil cans; it passed through the canal un- 
touched. Today the big Standard Oil boat that goes up the 
Yangtze in order to reach agents and dealers inland, is ar- 
mored; it is spoken of as the "Standard Oil Gunboat.” Each 
time it returns to Shanghai it brings accounts of being fired on 
quite persistently throughout its journey beyond Hankow. 

Incidents of safety or the lack of it can be multiplied; on the 
whole, stability rests in the power of the National Government 
to secure recognition of its authority. The practical person, Chi- 
nese or foreign, in China in 1930-31, has, therefore, held that 
the best policy is the policy that would strengthen Nanking. 
But Nanking has chosen to be rid of extraterritoriality imme- 
diately. To all intents and purposes extrality is gone, except 
within concession areas. The need seems to be to get rid of the 
name. Could that be possible, could it be possible to recognize 
that it is gone, there would be great psychological advantage to 
the Chinese. Even the Chinese in the interior who are getting 
their living in the main through cooperating with foreign busi- 
nesses are eager for the abolition of extrality and sometimes of 
the foreigner, on the theory that then they would have a chance. 
In reality they have their chance now. The recognition, there- 
fore, of facts as they are might well simplify the situation. 

The greatest need of China today is for an economic rehabili- 
tation that shall make it possible to find ways and means of 
earning a living. This has been accomplished to a remarkable 
degree by the famine-relief reconstmction program at the north 
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within the provinces of Hopei and Shansi, in particular.® Here, 
well digging, the construction of river dikes, and irrigation 
reservoirs are gradually protecting the region from flood and 
drought. Road building has made the regions accessible for the 
importation of supplies and for the transportation of produce. 
Drought-resistant seeds as well as irrigation methods have im- 
proved the yield per acre in agriculture. Bandits have found em- 
ployment in industry. The Famine Relief Commission has also 
succeeded in establishing a rural cooperative credit system in 
Hopei which is ready to be taken over by the Government as a 
permanent part of their financial organization. But like the 
health clinics and other efforts at improving the general wel- 
fare, all these achievements are but illustrations of how it can 
and should be done throughout the vast interior. This economic 
reconstruction which is imperative will be much more difficult 
of accomplishment if the economic and financial life which 
China now has is molested. To increase the area of insecurity is 
to increase the burden of Nanking. 

If the concession areas could continue as self-governing units 
protected from the vagaries of reckless public finance, but 
paying a fair return to the Government — ^perhaps to the Con- 
solidated Tax Bureau — ^in recognition of its sovereignty; and 
if they could be protected as they now are from the disaster of 
factional warfare their security might be retained. If these 
units could function with courts as remarkable in their efficiency 
as is the Municipal Court in Shanghai, and if the public works 
could be as well done as in Tientsin, it might be possible, with 
fair opportunity for Chinese participation, for the Chinese to 
get further experience and build comparable municipal units of 
their own elsewhere. These self-governing units should be 
really international in character, even as the business that cen- 
ters there is international. In no one of them should the sover- 
eignty of any non-Chinese nationalism prevail. Settlements 
really international in character with a consultant from the 
League of Nations as adviser — or even temporarily under the 

8. Famine relief of a constructive charaaer has also been carried on in Honan, 
Shensi, Hupeh, Yunnan, Chahar, and Kansu. Annual Report of China Interna- 
tional Famine Relief Commission^ 1930. 
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League — organized for preserving the vital interests of all con- 
cerned would be a new venture in international cooperation. 

The truth is where two civilizations are meeting, neither is 
adequate to the demands of the other. What the Chinese are 
asking is a definitive settlement that is western; what the for- 
eigners are asking — if they are not so unreasoning as to think 
that occidental ways and occidental institutions directed by 
occidentals comprise the summum honum — ^is some compromise 
adjustment, such as they have adopted in business relationships, 
which is an essentially Chinese method. In reality here is an 
amazing collision of two civilizations — Chinese and European 
— each deserting its own methods of thought and adjustment in 
defense of itself. That cannot work. 

The solution lies in something new in the world, something 
which is adequate to the new circumstances. Cooperation has 
been proved to be the basis of human well-being, in the family, 
in the community, in the state; ultimately it must be applied 
between states. This means a desertion of economic nationalism 
for economic well-being. Cooperation in such terms as are ad- 
justed to the particular situation is the only principle that can 
reconcile conflicting demands. The problem is twofold: the 
adjusting of old and new within China itself; the adjusting of 
China, not to the old order without, but to an outside world 
that is itself sorely in need of a new and better order, that of co- 
operative society. It were better for China, if possible, to forget 
the old economic nationalism and imperialism, and build into — 
or with, or perhaps for— a new order of genuine cooperation 
that must come, the world over.® 

9. Should such a solution undertaken south of the Great Wall prove to be 
workable, it might in time become the basis for administration within Man- 
churia. Meanwhile, immediate readjustment in Manchuria has become so im- 
perative that if some international administration shall be agreed upon through 
the investigation commission appointed by the Council, it may become the basis 
for reconciling conflicting sovereignties for the protection of life, liberty, and 
property elsewhere in China. On the other hand, adjustment in Manchuria may 
be suited to Manchuria alone, and the solution of extraterritoriality and special 
rights remain a special problem. The method of approach in either case was 
analyzed by Professor Sbotwell when he explained {Hew York December 

20, 1931) that possible success for the League Commission in Manchuria was 
a matter of procedure. He said: 

"Over against this time-worn method, which tends toward conflict by an at- 
tack upon the character of men or nations, the technique of inquiry revealed it- 
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With such a new basis for the existence of the foreigner in 
more truly international settlements, it should be possible to 
get rid of the abuses now practiced under cover of extrality, and 
at the same time insure the continuance of such conditions as 
are necessary to the re-creation of China into a vital entity. Re- 
calling the western legal codes and westernized judicial prac- 
tice, which have been adopted, in part, to meet the stipulations 
of the Powers for the abolition of extraterritoriality, it now ap- 
pears that when planted on Chinese soil these practices become 
Chinese; they do not prove to be what the West expected them 

self in the discussions of the Institute of Pacific Relations as offering an en- 
tirely different approach to the problems at issue. . . . If it is a railroad ques- 
tion which is under discussion, it should be taken up in terms of railroading; if 
it is a matter of justice or police, it should be dealt with as a question in the 
field of jurisprudence; if it has to do with commerce, then commercial experts 
should report upon it with reference to communications, markets and the like. 
Haphazard generalities must make way for technical analysis. This is what the 
commission of inquiry will be obliged to set going if it is to fulfill its mission 
as the instrument of the League of Nations. It would be utterly useless for it 
to investigate motives or deal in such vague generalities as are covered by the 
term 'imperialism,' It must arrange for technical experts to take up the South 
Manchuria Railway as the directors of that road would view their problems 
under normal as well as abnormal circumstances ; it must arrange for similar 
studies of police in connection with courts planned to meet the conditions of a 
slow transition from extraterritoriality to national sovereignty. For every one 
admits that twenty-five to thirty million Chinese in Manchuria will effectively 
keep that land Chinese. . . . 

"When analyzed in terms of such an inquiry, the 'Manchurian problem' 
breaks up into a number of problems, for each of which a settlement can be 
found which would be of advantage to both Japanese and Chinese. Take the 
question of banditry and the lack of adequate police. It is clear that this can 
never be fully dealt with by the police guards of a railway. . . , The Chinese 
also would have much to gain in having this problem properly disposed of, for 
it must not be forgotten that the vast migration of Chinese which has filled up 
Manchuria at the rate of about 1,000,000 a year is composed of those who have 
fled from civil war and anarchy in Shantung as well as from floods and other 
calamities. These peasants need adequate protection as much as do the Japanese. 
Just how the reform can be achieved is not yet clear to any one, but it is per- 
fectly clear that it can never be found by way of mutual recrimination of Chi- 
nese and Japanese, nor by dealing with the question apart from the larger issue 
of extraterritoriality. This means, in a word, that the protection of Japanese 
life and property in Manchuria is but a more acute form of the same problem 
which confronts American and British residents of China elsewhere and that the 
solution lies in finding some successful substitute for the present inadequate 
method of administering and safeguarding justice as between Chinese and for- 
eigners. In view of the special interests of Japan in Manchuria, this will prob- 
ably involve special administrative arrangements of a distinctly political color. 
But in that twilight zone of sovereignty where foreign powers insist on a de- 
gree of police protection not hitherto accorded by the local government to its 
own citizens we are not yet beyond the experimental stage of international plan- 
ning, either in Manchuria or elsewhere.” 
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to become. In practice, business contractual relationships in 
China are quite apart from the legal framework that is being 
superimposed. Contractual relationships, business and other- 
wise, are what they are because China is what it is. 

Moreover, it does not appear that business contractual rela- 
tionships now depend upon the special consular jurisdiaion, 
which is extraterritoriality. Personal security, however, might 
be much affected and the very existence of business threatened 
by a changed status within concession areas. Therefore, some 
device adequate to the circumstances is necessary to prevent 
disaster; older devices belonging to former conditions have 
been tried and have failed. Consequently, it appears that with a 
well-adapted cooperative advenmre in concession areas, it 
might be possible to get rid of the hated word extraterritori- 
ality. Elimination of the word, and of the evils that are prac- 
ticed under cover of its technicalities, would of necessity bring 
real satisfaction — ^psychological and material — to the Chinese. 
Moreover, they would be securing their own national interests; 
and at the same time they would be building into a new inter- 
national polity.^® 

10. January, 1931. It is to be feared that the Chinese experience in Man- 
churia after the Council’s resolution of December 10, 1931, will cause Chinese 
to scoif at these suggestions which recommend cooperative methods for the solving 
of China’s problems. In the face of the irony of the situation these conclusions 
are still offered in the confident belief that it is the only rational way out. The 
need is not only for cooperation, and machinery for cooperation, but for the 
will-to-co6perate on the part of everybody. See Conclusion, Sec. V, p. 246. 

Note. Private information has it that the British in early November, 1931, 
agreed with the Chinese that within five years they would surrender concession 
areas, and at the end of ten years would relinquish special privileges in Shang- 
hai. In view of the present limitations and inadequacies of the League of Na- 
tions, more time may be necessary to effect the transition to full Chinese sov- 
ereignty: time for the Chinese Government to put its house in order; time for 
foreigners in concession areas and Chinese to work together in the establish- 
ment of those units which, resting upon mutual cooperation, would exist for 
mutual benefit. 
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I N brief, then, the issue in China today is dearly: imj^erialism 
or international cooperation? Communism or international 
cooperation? Anarchy or international cooperation? 

The old imperialism wrought disaster. "Unequal treaties” 
and humiliated, disorganized Chinese society, even though they 
may not be due to imperialism alone, remain, nevertheless, tan- 
gible evidences to the Chinese of the injustice that has been 
done to them irrespective of any responsibility on their part for 
a decadent economic and political organization of their society. 
These grievances of the Chinese and the issues they raise are 
not merely the basis for conflia between China and the Powers; 
perhaps they may become the basis for conflia between di- 
vergent economic and social systems. 

Yet communism offers no solution. It is only another basis 
for conflia: not a conflict against abuses but a program of de- 
struction which would tear down the good as well as the ill 
which the Chinese possess in their present economic life, or- 
ganized on a capitalistic basis. More destruction in China would 
mean a latter day worse than the first. It is salvaging that China 
needs. 

Anarchy appears in general to be the present intolerable state 
within China, Manchuria especially, and in international af- 
fairs. Whether it is due to weak government in chaotic China 
or to the uncontrolled militarism of a Japan too impatient for 
the attainment of her own self-sufficiency, it is impossible that 
it should be allowed to continue. 

The only alternative to each is international cooperation. In 
practice cooperation works between individual foreigners and 
individual Chinese, between groups of foreigners and groups 
of Chinese. The need is that cooperation become official, be- 
come national and international. Beginnings may be feeble, 
they may be neither satisfactory nor adequate, but beginnings 
must be made. Logically, since imperialism has failed and 
anarchy is the result, and since communism, having a destruc- 
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tive program, seems unsuited to the situation, cooperation re- 
mains the one basis for intelligent endeavor. This is said de- 
liberately, in the face of Chinese disappointment that the 
League’s Council failed to exercise superhuman wisdom and 
power in their behalf before it adjourned on December 9, 1931. 

By international cooperation we obviously include conference 
methods of discussion, and agreement which shall be based 
upon expert fact finding, arbitration, and judicial review. In 
this connection, however, we mean something more than the 
adjustment of differences or the formulation of a policy, we 
mean the administration of units with the assistance of interna- 
tional cooperative machinery. Machinery was evolved for the 
exercise of extraterritorial jurisdiction; in like manner suitable 
machinery is essential to the "cultivation of right relationships” 
during the period of readjustment when extrality is being out- 
. lawed. Such machinery should naturally be under direction of 
the League of Nations, since the League is the international 
organization already in existence. 

If the above argument has any merits, then it is reasonable to 
ask: How ready is Japan to cooperate? Must the military dem- 
onstration in Manchuria in 1931 remain all that is to be said 
about Japanese international polity? Or, is it possible for the 
moment to forget Manchuria, and follow the development of 
Japanese interest in, and attitude toward, international affairs 
which has paralleled her membership in the League? What has 
been happening in Japan throughout the decade between the 
Washington Conference, when Shantung was surrendered and 
the Treaties of 1915, in the main, retained, and the present 
denionstration or reappearance of the imperialism which pre- 
ceded 1921? Is cooperation possible or praaicable in eastern 
Asia? 
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INTERNATIONAL COOPERATION VERSUS 
MILITARISM IN JAPAN 




CHAPTER I 


IMPORTANCE AND TIMELINESS 
OF THE INQUIRY 

T his study deals with a problem of fundamental impor- 
tance in international relations. It is an effort to esti- 
mate how far the Japanese people and the Japanese 
Government may be able to go with the new devices of inter- 
national dealing with which the world is now experimenting. 
Will Japan, in the near future, desert the age-old polidcs of 
power long practiced by the nations now her colleagues? Will 
she adventure into the newer methods of conference, concilia- 
tion, arbitration, and judicial settlement? This is a problem of 
transcendent importance because of the position and influence 
of Japan as a world Power; it is of immediate practical concern 
because two nations in revolution, China and Russia, are on her 
frontier; and, finally, it is a matter of supreme interest because 
of the unique internal history of that island kingdom. In addi- 
tion, the recent Manchurian crisis has furnished a test case, so 
to speak, of Japan’s loyalty to principles of the League of Na- 
tions and the Covenant; it has also become the occasion for 
measuring Japan’s devotion to principles of peaceful adjust- 
ment between nations, which is becoming more and more a 
popular ideal. 

The metamorphosis of Japan from a feudal state into a con- 
stitutional state, from an Asiatic people into a cosmopolitan 
nation, from an agricultural society into a developing industrial 
one, is almost a miracle in our modern world. All this, begun in 
the Meiji Era, has taken place in little more than half a cen- 
tury. A society which seemed inherently rigid and conservative 
is now in touch with the whole world’s culmres, and is re- 
sponsive to new programs for the reorganization of our inter- 
national and economic society. A resultant problem is before 
us. How far can, or will, this changing Japan take on the full 
measure of cooperation in international affairs? Will she finally 
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rule her Military and notLe ruled by it? Is she at all prepared 
ultimately to employ pacific means of settlement for the ad- 
justment of international rivalries? Are there evidences which 
would encourage us to believe that she will ever trust arbitra- 
tion, conciliation, or judicial procedure for the adjudication of 
disputes? 

At the very beginning we must remember that the Japan that 
has risen to rank among nations achieved recognition through 
military success. Moreover, the recognition of her equality 
among the nations rested upon a militaristic program such as 
has for ages been the implement of national policies. 

It was by her military strength that she defeated China in 
the Sino-Japanese War, and later extended her jurisdiction over 
Korea, thus protecting herself from the menace of that penin- 
sula, which imperiled her archipelago. Ten years later, because 
she had developed her military power and enlarged her navy, 
she was able to make a stand against the encroaching imperial- 
ism of Russia in Asia. When the Trans-Siberian Railway was 
completed, its thumb and finger, the one extending to Vladi- 
vostok, the other, via the Chinese Eastern Railway, to Port Ar- 
thur, threatened to grasp the intervening territory; Korea, even 
Japan itself, might next be considered advantageous military 
bases for the expanding Russian Empire. The imperialistic 
projects of Russia in Manchuria, their lease of Port Arthur, and 
the consequent strengthening of Russia in Asia, the Japanese 
believed threatened their very existence. When Russia over- 
stepped, when she failed to live up to her pledges to evacuate 
Manchuria, Japan protested. But her protest was effective only 
with the aid of her army and navy, Japan’s military defeat of a 
European Power won recognition from other European Powers. 
Thenceforth Japan was recognized as a world Power. 

In the World War she was counted among the Allies. Dur- 
ing that war she found herself in a position of advantage in the 
Far East; European Powers were straining all their resources 
elsewhere, and China was in a state of impotence. 

Obviously, Japan conceived of the World War as a legiti- 
mate instrument of policy having political uses, and the motives 
of her participation in it were power and territorial aggrandize- 
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ment. Shantung she demanded from the Peace Conference. 
Then, as part of her reward for having stayed with the Allies 
and for having lent them her military support, Japan sat in the 
Supreme Council at the Paris Peace Conference. Thereafter she 
became a mandatory Power responsible for islands in the South 
Seas, thus ranking with England and France.^ From the Su- 
preme Council at the Peace Conference she naturally stepped 
into the position of Permanent Member of the Council of the 
League of Nations. 

Thus her recognition and her prestige among nations rested 
on her successful use of military force. 

Yet it is of this newcomer among the Powers, whose pres- 
ence was thus heralded by military salute, that we are asking. 
Will Japan desert the age-old politics of power long practiced 
by the nations now her colleagues? Will she adventure into the 
newer methods of conference, conciliation, arbitration, and ju- 
dicial settlement? At the moment of writing the answer may ap- 
pear to be negative. That, however, for reasons which we shall 
present, may not be the definitive answer. 

It may be presumptuous to expect Japan to desert a program 
that has served her so well. It may even seem idle to inquire 
what Japan will do with methods which are pioneer in the 
world of international affairs, especially when in Japan, as in 
France and other nations, there were those who subscribed to 
the new philosophy not out of conviction, but because the 
League forced them to profess it in spite of their militarism, 
their skepticism, or their selfish interests. Nevertheless, since 
Japan has been party to the League of Nations and consequent 
experiments in world organization within the same half cen- 
tury that wimessed her military, industrial, social, and political 
achievements, it may not be unreasonable to attempt an evalua- 
tion of the forces that are now determining, and must hence- 
forth determine, her international polity. It may, perhaps, be 
assumed that it is easier for a nation that is in transition from 
an old regime to a new order to undertake still another new 
venture, than it is for nations praaicing longer-established 
methods of procedure to change in any one particular. On the 

1. See map, Isaiah Bowman, The New World, p, 613. 
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contrary, it may be argued that, in spite of this greater adapta- 
bility, lack of experience may make it unwise for the newcomer 
to risk her present position by becoming a pioneer among na- 
tions, committing herself to an ideal program over which her 
strongest neighbor, the United States, hesitates when the ideal 
is defined in the League Covenant, to which her nearest neigh- 
bor, China, has only recently committed herself and that for 
her immediate good, and of which her third neighbor, Soviet 
Russia, is blatantly scornful. 

Meanwhile, it should not be forgotten that life in Japan is 
amazingly complex and multiform; that many of the grave 
problems within her borders are definitely influenced by cir- 
cumstances outside her own household. The ability of her 
people to earn a living is dependent upon nearby sources of raw 
material, and upon markets, open and accessible, for her manu- 
factured articles. On the frontier of Asia, where East and West 
are meeting, she is an oriental nation, partly westernized, front- 
ing China and Russia, both in the process of radical readjust- 
ments to modern industrialized and nationalized world society. 
Unstable conditions within China, in particular, disturb the 
trade relations essential to Japan’s economic prosperity; new 
theories of social and political organization unsettle relation- 
ships on the Russian frontier. Moreover, Japan fears the com- 
petition of powerful rivals in her nearest market, Manchuria. 
By what methods then, it is pertinent to ask, will she deal with 
her oriental problems? 

As a member of the League of Nations she is closely in touch 
with the West. Practices and privileges by which the European 
nations have achieved success are known to her, and are held 
as precedents for her own action in similar circumstance. Will 
she ignore the methods of the past, or will she demand for her- 
self the right to act according to theories not yet entirely re- 
pudiated by her western models — ^the military character of 
which methods is also inherent in her feudal traditions? Will 
she accept the idealism of the Covenant of the League of Na- 
tions and the Paris Pact, or will she, while formally assenting 
to them, attempt to safeguard her position by adhering in prac- 
tice to tried theories and techniques of the old order? 
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Whatever poliq^ she pursues, it will be of her own deliberate 
choosing. For her motives she will not willingly tolerate ques- 
tioning; for her praaices she will refuse investigation. As an 
equal among nations, resenting criticism, she will follow un- 
swervingly her chosen course. Consequently, the factors at work 
within her body politic which shall determine her policies are 
our concern. We must understand these if we would compre- 
hend the significance of her declarations, or the principles for 
her actions, when crises occur. What her international polity 
shall become will be determined by her conception of what will 
best serve her vital interests. It appears, therefore, to be a mat- 
ter of real consequence whether Japan will adhere to the mili- 
tarism which preceded the Washington Conference, or whether 
she will ultimately adopt newer methods of conciliation, arbi- 
tration, and judicial settlement. It is hardly too much to say 
that whichever Japan may choose to do will materially influ- 
ence what the rest of the world will do. 


CHAPTER II 


ASSETS FOR JAPANESE LEADERSHIP IN PROGRAMS 
FOR INTERNATIONAL UNDERSTANDING 
AND COOPERATION 

[This chapter and the three following deal with the situation before 
the Manchurian events of September, 1931. Those events and their 
effect upon Japanese political development and international polity are 
presented in chapter vi, entitled "September 18, 1931.'’ With few ex- 
ceptions, which will be obvious, or even dated, chapters ii~v remain 
as they were written in August, 1931. They are a description of factors 
and tendencies within the life of contemporary Japan, and are the 
background against which we may measure the disaster to developing 
parliamentary government and to developing techniques in interna- 
tional relations if Japan remains long under military dictatorship. On 
the other hand, if she finally rejects the leadership of her modern Mili- 
tary, whose Ministers of War and Navy are still "clansmen,’' descend- 
ants of her feudal regime, the content of these chapters will reveal the 
character of modern public opinion and political practice, which, to- 
gether with the demand for peaceful industrial development and the 
opportunity to earn a living, should be important factors determining 
Japan s future development.] 

T he character and personnel of leadership within any na- 
tion are always significant; they are often primary factors 
in the formulation of national policies. Japan has been 
especially fortunate in having remarkable leaders. Their char- 
acter, courage, and vision have been her greatest asset, through- 
out the Meiji Era and since. It may be said of this nation, in 
particular, that among her civil leaders have been men who 
understand the political, social, and economic forces at work in 
other nations. This has been true to a greater extent than in the 
case of most other countries because, for half a century, her 
young men have been sent abroad to observe and study what 
has made other nations great and powerful; and they have re- 
turned to teach and interpret. This deliberate policy and intelli- 
gent practice have been in conformity with the political and so- 
cial program proclaimed by the Meiji Emperor at the very be- 
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ginning of his reign. In the fifth declaration of that rescript we 
read: "Knowledge shall be sought for all over the world, and 
thus shall be promoted imperial polity.” The Japanese, in con- 
sequence, have undertaken as a social duty to their own coun- 
try the study of the political, social, and economic forces at 
work in other nations in order to apply them at home. This 
preoccupation has often led to the realkation that forces at 
work in different nations are, fundamentally, the same. As a 
result they have perceived the advantage to all of international 
cooperation; they have at times even lamented the limited 
vision elsewhere that postpones its realization. These experi- 
enced travelers and (in the widest sense) students have been in 
positions of influence: older men among them, pioneers, so to 
speak, have been in the House of Peers; men of middle age 
have been found in the non-political posts of the foreign office 
and other governmental departments; they were professors in 
the Imperial University, newspaper men and editors, business 
men and bankers. Nearly every walk of life has come under 
their influence. If a man distinguished himself in the service of 
his Emperor in any capacity — ^political, industrial, or artistic — 
his reward was often a commission to go abroad, thus enabling 
him, already tried and approved, to profit by knowledge of for- 
eign ways, and, in consequence, to make interpretive contribu- 
tions to his nation. If a great building, like the new House of 
Parliament, was to be constructed, the work was undertaken only 
after extensive study, to the intent that the new enterprise 
mi ght profit by the experience or efficiency of others who had 
gone before. So also in the rebuilding of their national polity, 
as in the rebuilding of their leveled cities, the Japanese have 
learned from the whole world. 

International acquaintance has been the sine qua non of that 
renovation in their national life which is called the Restoration. 
The Restoration, in 1868, was that significant event in Japanese 
history when the regent, the Tokugawa shogun, restored the 
power within the state to the Imperial Line. The great Toku- 
gawa shoguns, hereditary military feudal princes, had ruled 
Japan for two and a half centuries. The Emperor, the civil ruler, 
was thereafter to be supreme. Liberal, even radical reformers. 
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among the clansmen, under the leadership of Prince Ito domi- 
nated. Imperial advisers tried to find ways and means for mak- 
ing Japan an equal among the Powers. A constitution was 
adopted in 1889, reforms of all sorts instituted, popular educa- 
tion undertaken. If, in the twelfth year of the League of Na- 
tions, Japan finds herself held back from that international co- 
operation professed by the nations now her colleagues, it may 
be because she is near neighbor to those who have not yet the 
same kind or same degree of national and international expe- 
rience which she, conscious of her own superiority, holds to be 
essential to the maintenance of international understanding. 
She may believe that conference and conciliation are suited to 
European nations with stable governments, but that coercion is 
still, as it was in the nineteenth century, the language that is 
understood in Asia. It may also be true that certain militarist 
leaders among the Japanese, who acted independently of the 
policy of the civil government, have endeavored to safeguard 
their nation against policies, on the part of China and on the 
part of their own government as well, which in their judgment 
seemed to hamper their national economic life and essential 
economic development. Whatever the motive, the episodes of 
military demonstration and domination in Manchuria have 
raised problems of serious consequence to her national and 
international policies. Is this military phase temporary? Is it a 
reactionary pause in the evolution of parliamentary government 
and coSperative international policy? Or is it inherent and per- 
manent? 

Because of these questions this evaluation of assets for Japa- 
nese leadership in programs for international understanding 
and cooperation becomes imperative. 

Again, and to repeat, an acquaintance with the personnel of 
national leadership is necessary in order to understand the real 
trend of Japanese policies. Throughout the progress of consti- 
tutional reforms and democratic tendencies, certain Japanese 
have had, and continue to have, influence out of all proportion 
to their numbers or even their official position. The rule of the 
Samurai in the feudal sense has gone, but the Restoration pre- 
serves a counterpart in the influence of her internationally ex- 
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perienced intellectuals. It is remarkable that Japan should have 
so many eminently qualified to interpret and lead, and that 
within the very complex life of modern Japan, with its political 
unrest, constimtional struggle, industrial transformation, eco- 
nomic burdens, educational problems, and social fermerit, these 
should have exercised so potent an influence. 

Among those who have had great influence for international 
cooperation has been that remarkable personality. Dr. Inazo 
Nitobe. One of Japan’s pioneer students of the literatures, the 
political sciences, and the cultural inheritances of the various 
nations at the West, he has had almost prophetic insight into 
the possibilities for world cooperation which may ultimately de- 
velop from the beginnings made in Geneva in 1920. As First 
Assistant Secretary General of the League of Nations, his par- 
ticular responsibility was to study the numerous implements for 
cooperation already existing — the International Red Cross, the 
International Postal Union, the Institute of Agriculmre in 
Rome, the Parliamentary Union, and others to the number of 
three hundred or more. The correlation of these activities with 
those of the League was a matter for his quiet endeavor. 

In the early days of the League, Japan had no particular in- 
terests at stake. European politics were quite remote from mat- 
ters of her immediate concern in Asia. If it had not been for 
the sincere devotion of Dr. Nitobe to the ideals of peace and 
ultimate international cooperation, one might almost have said 
that Japan was in the League because League membership was 
comme tl faut. She was not led, as was France, by the sheer 
force of circumstances to seek security by way of the League, 
and ultimately to use its offices for new kinds of protection es- 
sential to her prosperity. Throughout the early days, therefore, 
Japan was able to gain that prestige which naturally came to 
her from the recognition of her high position at Geneva, espe- 
cially as the Oriental on the Council. Her place on the Sec- 
retariat was in the non-controversial realm of intellectual 
cooperation; her distinguished representative, Dr. Nitobe, con- 
sciously avoided drawing attention to himself by any outstand- 
ing challenge of existing simations. Japan thus got the utmost 
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in credit for membership without intruding herself into the 
councils of the other Powers, except when invited. 

Granting that such a policy in Geneva was as appropriate as 
it was prudent, one may rightfully ask how far it schooled Japa- 
nese at home, or even the Japanese Government, in the funda- 
mentaE principles for which the League stands, and how far 
Japan’s political policies were reshaped during those years. 

In spite of all opinions to the contrary, something really did 
happen in the world when the nations signed the Covenant of 
the League of Nations. The high contracting parties covenanted 
*'ro promote international co-operation, and to achieve interna- 
tional peace and security by the acceptance of obligations not to 
resort to war, by the prescription of open, just, and honorable 
relations between nations.” These pledges have remained a 
challenge to the purposes of nations. Moreover, whether they 
would or no, the necessity of avoiding future conflagrations has 
drawn them steadily toward the fulfilment of their program; 
and the increasing realization of their crushing financial bur- 
dens, together with the impasse existing in the present economic 
order, are forcing them to seek a solution through the instru- 
mentalities of La Societe des Nations. 

The Japanese watched the early negotiations; they learned 
much; all the world was learning, in some cases actively, in 
some passively. For a long time the League seemed to be con- 
cerned only with European situations. By the time affairs in 
Asia began to come within its horizon, ideals of cooperation, 
the practice of conference, experiments in conciliation and arbi- 
tration had become matters of experience. Throughout Europe 
these new techniques were being consciously practiced; the ne- 
cessity for finding a better way was being recognized; and a 
wave of humanitarianism, at least among thoughtful people, 
was following in the wake of the World War. All this also 
held true in Japan. 

Perhaps full realization did not come until after Dr. Nitobe 
returned to Japan and undertook to explain it all to the Japa- 
nese people. His exposition of the ideals of the League has been 
a contribution to the cause of international cooperation quite 
comparable to his work as First Assistant Secretary General at 
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Geneva. Speaking with a voice of authority on a matter dear to 
his heart, he has influenced government officials and the upper- 
class point of view in so skilful a fashion, and to so remarkable 
a degree, that, it would seem, the resulting acceptance of the 
idealism involved has gradually been taken as a matter of 
course. 

At present he holds confidently to the belief that interna- 
tional cooperation will come; ultimately it must come; there is 
no other way for the good of all concerned. And with a power 
of speech that can stir to action or bring tears to the eyes of 
those who listen to his appeal to their loyalties, he continues at 
Imperial request, from the Hokkaido to Formosa, his campaign 
of education for constructive national policy.^ 

Other men, who likewise have participated in activities at 
Geneva, have also contributed their interpretations to develop- 
ing public opinion in support of specific cooperation with ac- 
tivities of the League. In this connection it is a matter of no 
small consequence that the present Prince Tokugawa, a lineal 
descendant of the great shoguns, and President of the House 
of Peers, is honorary president of the League of Nations Asso- 
ciation of Japan.^ Moreover, even contemporaneous with inci- 
dents of friction in Manchuria during the summer of 1931, Mr. 
Yukio Ozaki, a member of the Japanese Parliament for forty 
years, made a speech in Osaka in which he asserted that nation- 
alism was useful in an old world, as feudalism was useful in a 
still older one, 

but now that the world has become so small the narrow kind of na- 
tionalism is out of date [he said]. All empires and nations are founded 
on might, instead of right. Unless this fundamental condition of exist- 
ence is reformed, the unfriendly spirit toward each other cannot be 
eradicated. Let us try to make all the nations of the world stand on a 
moral basis by accepting the International Court of Justice and by 

1. It is reported by an American, who was present at a big meeting in Osaka 
on November 10, 1931, that after several speeches, militaristic and jingoistic in 
tone, Dr. Nitob^ the last speaker, allowing that the Council of the League had 
made mistakes which he characterized as the League in foul weather, made a 
plea for continued loyalty to the League of Nations and its principles of co- 
operation, in foul weather as well as fair. It is also reported that pretty general 
applause attended those remarks. 

2. The power and influence of this association will be described below, pp. 
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changing the educational system from a narrow nationalism. All na- 
tions ought to stand on a basis of friendship and good-will instead of 
jealousy and enmity. Peace and security can only be obtained through 
friendship.® 

Two great practical interpreters of these ideas of conciliation 
and cooperation between nations are Baron Shidehara and Mr. 
Inouye.^ Baron Shidehara is connected with big business 
through association with the great Mitsubishi Company, which 
represents the large shipbuilding interests and import-export 
business as well. As a result of expert business experience he 
has known well the commercial needs and consequent commer- 
cial program of modern Japan. His part and his leadership in 
policies conciliatory and cooperative are almost identical with 
Japan’s use of the newer techniques in international relations 
since the Washington Conference. Mr. Junnosuki Inouye, Fi- 
nance Minister in the Minseito Cabinet in which Baron Shide- 
hara was Foreign Minister, has had equal influence in winning 
cooperation and understanding from the United States and Eu- 
ropean countries. Mr. Inouye, formerly President of the Bank of 
Japan, is experienced in finance; in consequence he held the 
confidence of international bankers and, therefore, invited their 
support to Japanese economic and financial policies. These four 
illustrious leaders — the publicist, the politician, the business 
man, and the banker — are typical of many who, because of their 
experience in public affairs, in business and finance, and in in- 
ternational relations, are committed to the implementation of 
national policy by the newer techniques of conference, concilia- 
tion, arbitration, and judicial settlement for the peaceful ad- 
justment of international rivalries. 

The wide and rapid dissemination of ideals in harmony with 
the principles of the Covenant of the League, and the existence 
of a parallel knowledge of important international events have 
been made possible through the Japanese press. 

In her press Japan has been unique.® The novelty is that it 

3. Quoted ia the York Ytmes, 0<xohtt 25, 1931. 

4. Since this was written, the tragic news of the assassination of Mr. Inouye 
(Februaty 9, 1932) has been reported. 

5. This describes the press until the military domination of Japanese policy, 
September, 1931. 
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has been both independent and intelligent. The reason for such 
distinction is in the fact that the editors have been free agents; 
they have not been owned or influenced by big business inter- 
ests ; and the owners of the papers have not dictated the policy 
of the editors. The editors, in turn, like the civil servants (not 
political servants), have been interested in constructive pro- 
grams of government. Leadership here is almost a part of the 
influence of her intelligentsia, in fact, the personnel frequently 
overlaps. All this has been as true of the English press in Japan 
as of the Japanese press itself. The English press has been, in- 
deed, remarkable for the amount and significance of its foreign 
news, which has manifested an interest in international affairs 
and in international cooperation that has been truly phenome- 
nal. 

Few papers in the world have held a better view of world 
politics than the Japan Advertiser. Its editor has had a sense of 
news values that has exhibited foresight and penetrating in- 
sight. The reporting has been clear and simple, editorial com- 
ment courageously independent. Moreover, it has published 
daily, without comment, excerpts from editorials of other jour- 
nals, Japanese (in translation) and English, even though their 
opinions might differ radically from those of the Advertiser. 
The constant reading of such a journal must have kept its 
clientele conscious of significant events and trends the world 
over, and should have given them a sense of interrelationships 
in world affairs. The Tokyo Nichi Nichi and the Osaka Mai- 
nichij two journals published by the same editorial staff, have 
been likewise distinguished in these particulars. It is interesting 
to note that the Osaka Mainichij which boasts the largest paid 
circulation in the Far East, carries the motto, "'A national news- 
paper for international readers.*' The great newspapers in the 
Japanese language, the Asahi Shimbun of Tokyo and Osaka, 
the Nichi Nichi Shimbun of Tokyo and the Mainichi Shimbun 
of Osaka, friendly rivals and close competitors, have been like- 
minded in regard to public policy. They and the Jiji Shimpo, 
an influential conservative journal of Tokyo, in their own way 
have been compeers of the Advertiser and of the other Japanese 
journals published in English. The proportion of local Japanese 
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news must, of course, be greater in the vernacular press than in 
the English press; yet the influence of both has been definitely 
for developing friendship and understanding between nations. 
The Asahi Shimhun has had the distinction of publishing the 
contributions and editorial comment of Dr. Minoru Mayeda, 
who is a liberal, and a professor of International Law in the 
Imperial University. Through his contributions the Asahi has 
definitely influenced the thinking of Japanese intellectuals. 

Newspapers of less able editorship have had very limited 
circulation. In consequence it is possible to say that through the 
Japanese press the rank and file in Japan have been educated to 
support conciliatory policies in general; the people have been 
taught by reiteration that more can be done through interna- 
tional friendship than through force. Newspaper editors even 
make the proud boast that the battle over the London Naval 
Treaty was won by the press; that the popular demand, follow- 
ing the lead of the press, made the passage of the treaty in- 
evitable. The same was also true of the acceptance of the Paris 
Peace Pact. Such a powerful press has been made possible be- 
cause Japan is both literate and newspaper-minded; moreover, 
the custom of following leadership, due in part to long-estab- 
lished paternalism, has given the press a real opportunity which 
is both unusual and ideal. 

The fact that the Japanese press has supported Japan’s re- 
cent (1931-32) attitude in Manchuria, and her drastic military 
discipline of the Chinese Government and Chinese army units 
in the Three Eastern Provinces, may seem to be inconsistent 
with the general editorial policy just described. Such a con- 
clusion, however, does not necessarily follow, because Man- 
churian aflFairs are held to be in a category by themselves. 

Meanwhile, it remains worthy of note that on minor ques- 
tions, detailed matters of administration, as well as great ques- 
tions of public policy, a courageous editor of the Asahi Shimhun 
might even criticize inadequacies of a department of govern- 
ment, with the result that such a department would mend its 
ways, and even thank the editor for the suggestions offered. In 
this connection one should not fail to give due credit to the ex- 
perience more than one editor has had in the methods of pub- 
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iicity practiced at Geneva, as, for example, Mr. Tamon Mayeda 
(formerly of the International Labor OfEce) and Dr. Inazo 
Nitobe, editorial writers on rival staffs. Here again Japan has 
obviously profited from the experience which her leaders have 
gained during their life abroad, as observers or in official 
capacity. 

If this appears too ideal a picture of the Japanese press, it 
may be said by way of qualification that there have been Japa- 
nese complaints that the press has been run for profit, that it 
has printed much advertising and sensational news, and that 
there has been some governmental censorship. Facts concern- 
ing discontent with Japanese rule in Chosen (the Japanese 
name for Korea) and Formosa, for example, might have been 
restrained; in the main, however, censorship has usually been 
confined to details. There has also been some governmental in- 
fluence upon public opinion through the press; yet such influ- 
ence, for the most part, has come through press associations 
and news agencies, not through direct interference. The press 
of Japan, discounting all its faults, has been a remarkably free 
and influential factor in public affairs. 

The reception given any stranger, official or unofficial, visit- 
ing Japan has also revealed much about the attitude of the 
Japanese. Tokyo has welcomed generously and enthusiastically 
innumerable conventions and commissions from every nation. 
There has seemed to be on the part of the people of all classes 
of society a sincere interest in the visitor. On the part of the less 
experienced it may have been curiosity concerning the stranger, 
but among the better educated there seemed to be an apprecia- 
tion of the value of having guests who would get acquainted 
with them, their country, and their ways. They even spoke of 
it as international acquaintance. They have appreciated the 
value to them of knowledge of other countries and the ways of 
other peoples, and welcomed those who came, in the hope that 
they would disseminate knowledge about Japan. They have felt 
keenly how little is really known about them by other peoples. 
To Americans courtesy and hospitality have been accompanied 
by sincere evidences of friendliness. There have been frequent 
expressions of desire for mumal acquaintance and a Evely in- 
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terest in things American. Yet there has always been some ex- 
pression of resentment over the discourteous discrimination of 
the Exclusion Act. Considering the bitterness of resentment 
that was felt throughout the nation at the time of the insult, a 
feeling sufficiently strong to threaten warlike methods in de- 
fense of national honor, it has been rather surprising and very 
commendable that the Japanese should have confined to quiet 
expressions of resentment the emotions of self-respect that were 
burning fires within them. The West needs to understand that 
the day is past when the non-white races will tolerate being 
treated on any basis that does not recognize equality. 

To the leading intellectuals of Japan, and again, to Dr. 
Nitobe in particular, Japanese and Americans owe much. With 
a generosity that concealed his own bitterness. Dr. Nitobe made 
speeches hither and yon explaining that it was a simation of 
local politics in California whicli resulted in the ruthless Ar- 
ticle 13c of the Immigration Aa of 1924, called the Exclusion 
Act, as a means of winning the labor vote of that state. He and 
others knowing America and Americans convinced the Japanese 
that such crass legislation did not represent all America and 
that other American policies and practices were worthy their 
admiration. If Americans had made as generous and vigorous 
efforts for the appreciation of local Japanese politics — ^if they 
had tried to evaluate Japanese policies fairly in relation to the 
whole of Japanese experience — then it never would have been 
possible for the sensational type of American journal to stir a 
credulous public to apprehension of Japan. To American news- 
paper readers Japan has until recently been little known except 
as a group of islands, not far from the Philippines, which have 
an ambitious, vigorous government and an efficient navy. If 
there had been more knowledge of real conditions, of political 
principles, and of party politics, or some comprehension of eco- 
nomic problems and programs in that rapidly changing nation, 
it would have been less possible for these propagandist dailies 
to make any impression with their translations of Japanese 
newspaper articles or pamphlets which had no influence or 
were discredited in Japan itself.® 

6. Recently the great metropolitan dailies of the eastern part of the United 
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In Japan, furthermore, numerous organizations give evidence 
of active interest in things international. The Japan America 
Society, and similar associations of Japanese and Germans, 
Japanese and English, Japanese and French, reflect the influence 
of the foreign student, and the discussions at their social gath- 
erings often contribute to continued understanding. More defi- 
nite in their purpose are the Pan-Pacific Club and the Pan- 
Pacific Junior Club, which naturally specialize on definite ac- 
quaintance with economic and political conditions and rela- 
tionships within nations bordering upon the Pacific. Within 
the churches there is the Fellowship of Reconciliation, which 
has existed since 1916, and which since 1926 has been affiliated 
with the International Fellowship of Reconciliation. The Japa- 
nese branch is called ''Yuwakai.” 

Another international organization with a branch in Japan, 
one which assumes real significance there, is the League of Na- 
tions Association, which is second only to that of Great Britain 
in its size and the power of its influence. Its activities are similar 
to those in other countries. It has fifteen branches in important 
cities where study groups and lectures spread information con- 
cerning the activities of the League of Nations. There are forty- 
nine student branches in universities, colleges, and higher 
schools throughout Japan, whose study and researches are fre- 
quently published in their own magazines. The regular pub- 
lications of the Association are three monthly journals: two in 
Japanese, the Kokusai Chtshikt ('‘International Understand- 
ing’’), and a periodical for the young, Sekai40’W areta ("The 
World and Ourselves”) ; and one in English, Intemationd 
Gleanings jrom Japan, These are supplemented by the annual 
publication of books and pamphlets for specialized informa- 
tion and study. Out of 11,258 members there are 6,170 student 
members. The officers of the Association are a brilliant array of 
princes, counts, barons, and men from the distinguished group 

States, in particular, have had expert news gatherers in Asia as well as in Eu- 
rope. There has been a consequent widened interest and intelligence concerning 
politics and policies of the Far East. This is but symptomatic of the growing 
recognition or the need for international understanding, which in the end is the 
basis for international cooperation. Hugh Eyas, formerly editor of Japan 
Advertiser, is now special correspondent for the Uew York Times, 
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of leaders already mentioned at the beginning of this chapter. 
For foreigners a special division has been organized called the 
International Section; and early in 1931 a Women’s Section 
was inaugurated. 

This Women’s Section of the League of Nations Association 
and the other women’s organizations with sympathetic interests 
are new and potential factors in Japanese life. There is every- 
where an insistence that Japanese women, in general, hold 
strong sentiments against militarism. Groups aligning them- 
selves with the peace movement are not only an innovation in 
Japanese society, they seem to be of prophetic significance for 
the influence of Japanese women when, for them, suffrage shall 
have become a reality. Of course, none of these organizations 
is as yet pursuing any vigorous program, but by gentle meth- 
ods, characteristic of Japanese women, they are working grad- 
ually and steadily, through social and educational means, to 
create a body of opinion that shall have influence. 

An important women’s organization for peace and coopera- 
tion is the Peace Association. Its program is as interesting as 
it is ambitious. It holds meetings once a week, gives public lec- 
tures, publishes bulletins, and has recently become associated 
with the International League for Peace and Freedom. Mem- 
bers of this Association, who are women of rank and social 
position, open their homes and entertain guests in Japan; they 
extend hospitality even to tourists by giving demonstrations of 
the tea ceremony and flower arrangement, in order to help 
them understand something of the flavor of Japanese life. Pub- 
lic demonstration, especially of the tea ceremony, is indeed an 
innovation. Formerly, the presence of a stranger was almost a 
sacrilege. Today, traditional values are being superseded by 
purposes of international comity. They subscribe to the News 
Bulletin pamphlets of the National Council for the Pre- 
vention of War, edited in Washington by Frederick J. Libby; 
these they distribute in schools whenever possible. They have 
five women lecturers in readiness to go to schools when invited. 
As yet they have not been so bold as to make any protest 
against conscription, but they have made successful protest to 
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the Publications Department of the Ministry of Education 
against the military tone and bloody pictures in the Books of 
Morals for the elementary grades of the government schools. 

These and other changes which have been made in the text- 
books, were reported by the Tokyo office of the League of Na- 
tions Secretariat to the Subcommittee of the Experts on Educa- 
tion of Youth. Excerpts from the report are illuminating: 

Attendance at the elementary school is compulsory in Japan, and all 
text-books, called ''National Text-books/' used in the elementary 
schools are uniform and compiled by the authority of the Ministry of 
Education. Recently, their contents have been considerably revised with a 
view to promoting a spirit of international peace and co-operation. . . , 

A number of text-books on morality, both for the use of children 
and their teachers, all contain chapters relating to the League, such as 
"The World War and Japan,’* "International Friendship," "Interna- 
tional Relations," etc. A chapter on international friendship, after 
urging the necessity of good-will and friendship between countries, 
briefly relates that at the Peace Conference held in Paris, in which 
Japan participated, a peace treaty was concluded, and that the League 
Covenant, which is essential to the future peace of the world, forms a 
part of that treaty. This chapter also refers to the Imperial Rescript is- 
sued on January 10, 1920, when the peace treaty came into force, com- 
manding the nation to endeavor to promote universal peace by observ- 
ing its obligations and promoting international justice. 

A chapter on international relations explains the aims of the League 
as follows: 

. .At present more than fifty countries, including almost all the 
nations of the world, are members of the League. It is a League of 
States formed in accordance with stipulations of the Covenant and its 
aims are twofold: To prevent war and to achieve international peace 
and security, and to promote international co-operation and to con- 
tribute to the welfare of mankind. In order to attain these aims, the 
Member States have undertaken to reduce their armaments, to respect 
all treaty obligations and to settle international disputes by peaceful 
means. ..." 

This chapter also deals with the mandate system, communications 
and transit, health, labor, protection of children, intellectual co-opera- 
tion, and the organization of the Assembly, Council and Secretariat. 

. . . The Ministry of Education issued instructions in 1925 order- 
ing the inclusion in the secondary school text-books on morality, his- 
tory, geography, and civic education of the following subjects: Inter- 
national Relations, the International Spirit, the League of Nations, the 
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International Labor Conference, International Co-operation and Mo- 
rality, etc. . . 

The report also states that one of the three textbooks for teach- 
ing English in the secondary schools "reprints the speech of 
President Wilson delivered in 1916, in which he explains his 
ideas of a League of Nations.” 

Ministers of Education of both parties, Dr. R. Mizuno of the 
Tanaka government and Dr. L Kobashi of the Minseito Cabi- 
net, lent their aid, through articles in the League of Nations 
Association publications, to the movement for amended text- 
books. This was in part a response to the suggestion from the 
International Committee on Intellectual Cooperation which was 
presented to the Department of Education through Dr. Aikitsu 
Tanakadate, Japanese member of that committee. The prompt 
changes in the texts which followed his remrn from Geneva in 
1927 but illustrate the close cooperation existing between the 
League of Nations Association, the League of Nations, and 
Japan. This is partly due to the faa that Japan, committed to 
the League, gives financial aid to the League of Nations Asso- 
ciation. 

The Japanese attitude toward the League itself has been one 
of loyalty because the Government, through its membership, is 
committed to it. But there has been more than lip service, or a 
loyalty which is mere duty; there have been interesting evi- 
dences of new and active confidence in the League. At the be- 
ginning of the last decade the League was new, it was remote 
from Japan and was concerned with European affairs. Japan, as 
a world Power, participated and learned much; she was not 
always content with what went on, but was content to try the 
experiment. Until 1927 it might be said that the Japanese had 
a rather vague attitude toward the League. But since the return 
of Dr. Nitobe from Geneva there has been increasing confi- 
dence in the League, due in large part to his campaign of edu- 
cation. Moreover, membership in it has recently come to be 
recognized as a business asset. The Economic Conference made 
it quite clear that the League of Nations is interested in busi- 

7. The report quoted can be found in the Educational Survey published by 
the Secretariat of ie League of Nations, July, 1930, pp. 85-86. 
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ness, as much as in politics, and is working for economic co- 
operation. Belief in possible profit to Japan was much strength- 
ened after translation into Japanese of the report of the 
League’s Finance Committee which discusses gold production 
and gold distribution. In this and similar investigations Japa- 
nese financiers hoped for suggestions which might help them 
cope with the problem of their sinking gold reserve. In 1931 
the Japanese Federation of Chambers of Commerce passed a 
resolution to request the League to consider an inquiry into the 
related problem of silver. This appeal was sent to the League 
through the Foreign Office in Tokyo. 

Another evidence of cooperation with the League by business 
men can be found in the existence of seven or eight branches of 
the Association for Liberty of Trade. These were organized after 
the Economic Conference, and are federated with associations 
elsewhere. Already, the movement has considerable influence: 
the Diet proposed to raise duties, the associations protested, the 
Government withdrew its proposal. This incident introduces a 
new situation: instead of the Government taking the lead, the 
opinion of the business world is attaining influence if not lead- 
ership, and that influence is in the direction of cooperative, non- 
militaristic policies. 

We may parallel the growing democratic influence illustrated 
by this demonstration of the Association for Liberty of Trade 
with the popular interest that had been awakened for a pro- 
gram which might guarantee peaceful negotiations between 
nations, instead of military methods, for the settlement of inter- 
national controversies. Proposals to that end were launched at 
the Honolulu meeting of the Institute of Pacific Relations in 
1927. When delegates remrned from the Conference, a small 
committee of professors at the Imperial University started the 
discussion; newspapers and magazines became interested and 
gave their support. Finally, when the Paris Pact was presented, 
public opinion was ready and popular discussion favored what 
would usually have been only a matter for recommendations 
from the Privy Council. The Japanese people seem quite ready, 
when proper preliminary education is given, to understand the 
spirit of cooperation, and to respond to such a policy. 
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In this connection one wonders what may be the influence of 
the recently organized Gunshuku Kokumin Doomei. This Na- 
tional Federation for Disarmament was founded in Tokyo 
under the leadership of Mr. Kagawa, a social and religious 
leader, Mr. Osaki, formerly mayor of Tokyo and member of 
the House of Peers, and Mr. Kiyose, a member of the House of 
Representatives, together with various professors, lawyers, and 
business men. In Osaka it is composed of business men and 
newspaper men. Just preliminary to the Disarmament Confer- 
ence of 1932 in Geneva and just following the acceptance of 
the London Naval Treaty, the organization of Gunshuku Koku- 
min Doomei was clearly the launching of a disarmament move- 
ment, and was cited in the spring of 1931 as evidence that 
confidence in military power was losing ground in the Govern- 
ment and among the people. But the events of September, 1931 , 
outweighed all such movements. What permanent influence the 
military events in Manchuria will have upon public opinion re- 
mains to be seen; the outcome hangs in the balance. 

Those who wish to strengthen belief that the military power 
was losing ground in the Government and among the people 
report that many meetings have been held throughout Japan in 
recent years for study and discussion of conditions in China and 
Manchuria, and of Japan’s relation to them. Formerly, such 
meetings would have recommended the immediate use of mili- 
tary force as the solution of all problems and all relationships, 
especially for the security of Japanese prestige. Throughout 
1930 and in the earlier part of 1931 , they theoretically favored 
a strong attitude toward both China and Russia, but no one in- 
sisted Upon the use of military force. Few advocated it even in 
Manchuria. Moreover, the editor of the Gaiko ]iho ('Revue 
Diplomatique”) threw his influence toward a forward-looking 
policy that was not built on militarism. This fact is interesting 
because the Revue could not exist in opposition to the Foreign 
Office.® It is, therefore, easy to draw the inference concerning 

8. It is, consequently, quite important to note the explanatory attitude taken 
by this journal after September 18, 1931. The Living Age, for December, 1931, 
pp. 294-296, quotes at length. For our purposes it is sufficient to note the fol- 
lowing: 'In the present writer’s opinion, the Japanese authorities have been 
wrong in letting so many issues remain unsolveffi If the government is con- 
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the Foreign Office of the Minseito party under Mr. Wakatsuki, 
as an asset for Japanese leadership in methods of conciliation. 
The forces described up to this point are cumulative; they are 
the background in which the diplomacy of Baron Shidehara, 
who directed Japanese foreign policy from 1924 until December 
11, 1931, except for the two-year interim under General Ta- 
naka, was able to function. Baron Kijuro Shidehara has been a 
real asset to Japan for leadership in programs for international 
understanding and cooperation. 

Baron Shidehara, who wrote his state papers in English and 
translated them into Japanese, was in reality an excellent and 
extraordinary liaison officer between Japan and the West. His 
mental processes are so nearly occidental that he has been able 
to negotiate for Japan with western nations in such a manner 
as to win confidence in Japan’s policies and motives; the better 
understanding between the United States and Japan which has 
recently been developing has come about during his administra- 
tion of the Foreign Office. If his occidentalized thinking has 
been less well understood by all groups in Japan, he has, never- 
theless, made a consistent endeavor to interpret, to the Japa- 
nese, his program of conciliation in foreign affairs. To this 
policy he has believed Japan is committed by her League mem- 
bership and by the Paris Pact, but mostly because conciliation 
is the course of wisdom for the surest attainment of stable, 
amiable relationships among peoples, which after all is the 
surest guaranty of the vital interests of all and each. Definite 
application of Baron Shidehara’s policy will be mentioned from 
time to time in the succeeding chapters. 

vinced of the righteousness of its demands, it should have settled the various 
issues long ago.'* When the insistence, however, concerns demands that should 
have been made of the Chinese, there is no mention of military force as the 
tool. 


CHAPTER III 


IMPORTANCE AND INFLUENCE OF MANCHURIA 
' IN DETERMINING JAPANESE INTER- 
NATIONAL POLICY 

I F we recall Japanese experience with military implementa- 
tion of her foreign policy during the last half century, we 
will find that it can be divided into three stages: the first, in- 
cluding the Sino-Japanese Wars, the Japanese designate as the 
period of struggle for national political independence; the sec- 
ond, the period of ambitious continental policy, from 1899 to 
1920, logically followed, and was in conformity with imperial- 
istic practices then in vogue among the nations; the third stare, 
that of armament according to ratios determined by interna- 
tional treaties, dates from the Washington Conference. 
Throughout all three stages the center of interest has been 
Manchuria. In the beginning it was an area which, if occupied 
by an aggressive power, might endanger Japan’s very existence. 
After the Treaty of Portsmouth (1905), which closed the 
Russo-Japanese War, Russian rights and privileges south of the 
present Chinese Eastern Railway were transferred to Japan with 
the approval of the Chinese Government.^ Since these victories, 
military and diplomatic, incident to the Russo-Japanese War, 
the Japanese have considered Manchuria a sphere of interest 
and a frontier; as such it is held to be vital to them, both for 
their economic development and for their prestige. 

Japanese ambition for special privileges within neighboring 
Chinese territory reached its zenith in the Twenty-One De- 
mands of 1915 . These Demands made upon a weak govern- 

1. For a more detailed statement of the content of the treaties and agreements, 
see below, pp. 211 j0f. For the text of the Treaty of Portsmouth and the Sino- 
Japanese treaties supplementing it, see John V. A. MacMurray, Treaties and 
Agreements Concerning China, \ 522-526, 549-553. There are 

many Russo-Chinese treaties granting and defining Russian privileges in Man- 
churia, ihid., ^^. 74, 79, 81, 119, 121, 127, 154, 157, 274, 277, 321, 326, 329, 
330, 629, 661. 
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ment in China, after the seizure of the German concession of 
Shantung, were followed by Sino-Japanese agreements and 
treaties which were assumed to remove the unilateral character 
of the Demands. The treaties signed by President Yiian Shih- 
k’ai, who was virtually dictator in Peking, were enforced by a 
Japanese ultimatum presented to China, May 7, 1915;^ they re- 
placed the Demands but retained, for the most part, their im- 
portant provisions. The special privileges thus secured within 
Manchuria and Mongolia amounted to guaranteeing to Japan an 
advantageous position; they created a sphere of influence espe- 
cially in South Manchuria, or in that part of the Three Eastern 
Provinces lying south of the Chinese Eastern Railway, and 
more especially the region covered by the South Manchuria 
Railway. 

Article I of the second group of Demands extended to Japan 
the lease of Port Arthur and Dairen for ninety-nine years; the 
same term of years applied to the South Manchuria Railway 
and to the Anmng-Mukden Railway; Article II permitted Japa- 
nese subjects to "have the right to lease or own land required 
for erecting suitable buildings for trade and manufacture or 
farming”; Article III gave Japanese subjects freedom "to reside 
and travel in South Manchuria and Eastern Inner Mongolia and 
to engage in business and manufacture of any kind whatso- 
ever.”® The Chinese, however, inserted an article intended to 
guarantee "the police laws and ordinances and taxation of 
China” outside the Japanese railway zones. But they made a 
further commitment in a supplementary note: namely, that 
"hereafter, if any foreign advisers or instructors on political, 
financial, military or police matters are to be employed in South 
Manchuria, Japanese may be employed first.”* The last of these 
notes made the declaration that "China will hereafter provide 
funds for building necessary railways in Manchuria and East- 
ern Inner Mongolia; if foreign capital is required Chinese may 
negotiate with Japanese capitalists first.” This kind of aggres- 

2. This is the basis for the present Chinese claim that these treaties are 
"treaties tinder duress." For further details, see below, p, 213. 

3. MacMurray, r/V.; II, 1231-1236. 

4. Shu-hsi Hsu, "The Manchurian Question/’ in Ftoblems of the Pacific 
(1929), pp. 489-590. 
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sion, through guaranties of special privilege, was an excellent 
imitation of the economic imperialism that had been practiced 
by European nations in Asia for three decades before the World 
War. The Japanese, because of their military strength, could 
police the new area from which Japan's industry might draw 
raw material, and in which her capital might have assured op- 
portunity for investment well guarded from foreign competi- 
tion.® 

Such ambitions as were realized in this coveted sphere of in- 
fluence were strengthened from rime to time, both before and 
after 1915, by various agreements with England, France, and 
the United States — even with Russia. A treaty having for one 
of its objectives "the maintenance of the territorial rights of the 
High Contracting Parties [England and Japan} in the regions 
of Eastern Asia and India, and the defense of their special in- 
terests in the said regions," was made August 12, 1905, that is, 
three weeks before the Treaty of Portsmouth (September 5, 
1905). This affirmation of the Anglo-Japanese Alliance, two 
years before the date of expiration, omitted the first phrase of 
Article I of the Treaty of 1902, "The High Contracting Parties 
having mutually recognized the independence of Corea"; in its 
stead Article III states that "Japan possessing paramount politi- 
cal, military, and economic interests in Corea, Great Britain 
recognizes the right of Japan to take such measures of guidance, 
control, and protection in Corea as she may deem proper and 
necessary to safeguard and advance those interests. . . . This 
made the annexation of Korea a possibility. An agreement was 
made with France in 1907 (June 10) in regard to "the regions 
of the Chinese Empire adjacent to the territories where they 
(France and Japan) have rights of sovereignty, protection or 
occupation"; they engaged "to support each other for assuring 
the peace and security of those regions, with a view to main- 
taining the respective situation and the territorial rights of the 
two Contracting Parties in the Continent of Asia."^ During the 

5. Details concerning this police power are admirably discussed by T. A. 
Bisson, “Basic Treaty Issues in Manchuria between China and Japan,*' 

Policy Reports, Ylly No. 21 (December 23, 1931), pp. 392-393. 

6. MacMurray, op. cit., I, 324-325, 516-518. 

7. Ibid., p. 640. 
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World War, in July, 1916, when Japan’s position in the Far 
East was profiting by the preoccupation of the Powers and the 
weakness of China, Japan and Russia agreed not to be party 
to agreements or political combinations against each other; if 
either party’s territorial rights or special rights or interests in 
the Far East were jeopardized, they would negotiate between 
themselves to protect and safeguard said rights and interests.® 
And the Lansing-Ishii Agreement, which states that "the Gov- 
ernments of the United States and Japan recognize that terri- 
torial propinquity creates special relations between countries, 
and consequently, the Government of the United States recog- 
nizes that Japan has special interests in China, particularly in 
the part to which her possessions are contiguous,’’ seemed to 
the Japanese to complete their security.® 

Unformnately for Japanese plans, the Chinese began, even 
before the Washington Conference, to blockade the purchase 
or lease of land anywhere in Manchuria for any purpose what- 
soever. Secret orders were issued to Provincial officers forbid- 
ding them to sell or lease land to foreigners. In a few instances 
land has been sold to the South Manchuria Railway; and indi- 
vidual Koreans or Japanese have purchased land from indi- 
vidual Chinese, but, in praaice, there has been no general pur- 
chase or lease of land by the Japanese in Manchuria or Mon- 
golia. Nevertheless, in Japanese theory, the treaty rights or the 
amended Demands of 1915 stand; in their view, the Chinese 
have no right to take any action which will be in effect a nulli- 
fication of those provisions. 

From time to time since 1915 thinking Japanese may have 
acknowledged that the means employed for acquiring treaty 
rights in Manchuria were "in some respects regrettable.’’ In the 
same breath, however, they will state that the acquired treaty 
rights are "absolutely necessary in order to maintain Japan’s 
position in Manchuria.’ Here is an interesting conflict, the 
method open to criticism, but part of the spoil, Manchuria, in- 

8* Masamichi Royama, 'The Japanese Position in Manchuria,*' in ■'Problems 
of the Pacific (1929), pp. 535-536. 

9. MacMurray, op. cit., 11, 1394-1395. 

P.l..P>Vit\X The Washington Confer ence^ p.’b^'b. 


162 BUSINESS AND POLITICS IN THE FAR EAST 

dispensable to Japan. (Shantung, included in the original De- 
naands, had been relinquished after the Washington Confer- 
ence.) It is a compromise position; whether it will in turn be- 
come a transitional position is a question to be answered. His- 
torically speaking, the Washington Conference initiated a new 
way in 1921: individual or separate agreements were swept 
away or modified by multilateral agreement. Nineteenth-cen- 
tury diplomacy and practice were assumed to belong to the 
past: "So far as Great Britain was concerned, spheres of inter- 
est are things of the past,” was the declaration of Mr. Balfour.’-^ 

Finally, "a treaty between the United States of America, Bel- 
gium, the British Empire, China, France, Italy, Japan, the Neth- 
erlands, and Portugal relating to Principles and Policies con- 
cerning China,” which is usually spoken of as the Nine-Power 
Treaty, was agreed to by the countries interested in China, and 
by China herself in some particulars. This treaty is held to have 
initiated a new policy: according to Article IV, "The Contract- 
ing Powers agree not to support any agreements by their re- 
spective nationals with each other designated to create Spheres 
of Influence or to provide for the enjoyment of mutually ex- 
clusive opportunities in designated parts of Chinese territory.”^^ 
The carrying out of the policy by Japan became the responsi- 
bility of Foreign Minister Baron Shidehara, who was Ambassa- 
dor Extraordinary and Plenipotentiary at Washington in 1921. 
He and those representing the contracting Powers other than 
China agreed: 

(1) To respect the sovereignty, the independence, and the territo- 
rial and administrative integrity of China; 

(2) To provide the fullest and most unembarrassed opportunity to 

China to develop and maintain for herself an effeaive and stable gov- 
ernment ; j,- 

(3) To use their influence for the purpose of effectually establish- 
ing and maintaining the principle of equal opportunity for the com- 
merce and industry of all me nations throughout the territory of China; 

(4) To refrain from taking advantage of conditions in China in 
order to seek special rights or privileges which would abridge the rights 

11. Conference on Umkation of Armament, Washington, 1922, Proceedings, 

p. 1108. 

12. W/i., pp. 1621-1629. 



INFLUENCE OF MANCHimiA 163 

of subjects or citizens of friendly states, and from countenancing ac- 
tion inimical to the security of such states. 

It is interesting to note, however, that this Nine-Power 
Treaty was preceded by a Four-Power Treaty between the 
United States of America, Great Britain, France, and Japan. 
This superseded the Anglo-Japanese Alliance of 1902. The 
Four-Power Treaty left Japan isolated and secure in Asia; she 
could afford to be magnanimous, she could withdraw from 
Shantung, and become party to the Nine-Power Treaty with no 
sacrifice of her vital interests. With the 5-5-3 ratio and the 
non-fortification agreement it became impossible for any non- 
Asiatic Power, if acting alone, successfully to intervene in the 
Orient by force. The Four-Power Treaty made it impossible for 
any two of the Powers — for instance. Great Britain and the 
United States — ^to intervene jointly, thus ignoring the other sig- 
natories. It also limited the possibility of any two of the four 
Powers bringing diplomatic pressure upon Japan. As long as 
the treaties of the Washington Conference are adhered to, 
Japan is supreme in the western Pacific and over Asia. The 
Naval Treaty made it physically impossible for the United 
States successfully to attack Japan or Japan to attack the United 
States.^® 

From the vantage point of 1931 it was indeed possible to say 
that national policies which were based upon secret bilateral 
treaties, characteristic of the diplomacy of the nineteenth cen- 
tury, were replaced or modified by multilateral agreements of 
the Washington Conference. The new practice, and the status 
publicly defined through the publication of the treaties, initi- 
ated a new epoch in the history of Pacific relations.^ Agree- 
ments at the Washington Conference resulted in the with- 
drawal of the Japanese from Shantung and from the full extent 
of the jurisdiction Japan had claimed over Mongolia and Man- 
churia. She retained the lease of Kwantung, including Port 
Arthur and Dairen, and the rights and privileges incident to 
the continued management of the South Manchuria Railway. 
The modification of the Japanese position in Asia, followed in 

13. Buell, p. 200. 

14. Cf. Masamichi Royama, op. cit., pp. 
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1922 by the death of the Genro Prince Marshal Yamagata 
(who had created the Japanese army) and the consequent with- 
drawal of his militaristic influence, made possible the beginning 
of a new foreign policy in Japan’s history. Perhaps for the Pa- 
cific area something as momentous was achieved at Washing- 
ton in 1922 as for Europe and the World when the League of 
Nations was established in Geneva in 1920; multilateral inter- 
national treaties replaced unilateral arrangements, bilateral 
agreements, and secret compacts. The Anti-War Pact has now 
been added. 

During the years 1924-27, Baron Shidehara, as Foreign Min- 
ister, initiated the new foreign policy: he forbade aggressive 
measures, and the result was advantageous to Japanese trade 
in China. In 1927, for instance, the Japanese were not a party 
to the Nanking bombardment; the Japanese attitude was appre- 
ciated by the Chinese; and Japanese trade prospered. 

Nevertheless, in spite of the fact that Japanese interests in 
China were intact at the end of 1927, coincident with this mod- 
erate policy, there was great economic discouragement. Eco- 
nomic difiiculties at home, due to post-war depression and bank 
failures, together with the tremendous losses from the earth- 
quake disaster, came to a head in the panic of March, 1927. 
General Baron Tanaka’s Seiyukai party came into power 
pledged to a positive policy at home and abroad. Here was the 
opportunity for the militarists to get their innings, and to pur- 
sue an aggressive intervention in China which should satisfy 
the imperialists, who were defeated by the Washington Con- 
ference in 1921. 

Such a swing from one policy to the opposite is the inevitable 
result of the play of party politics; such tactics but illustrate the 
swinging-pendulum character of parliamentary governments. 
The developing parliamentary democracy of Japan is true to its 
prototype, the British. In the third quarter of the nineteenth 
century England had both Disraeli endeavoring to make her 
respected and feared by other nations, and Gladstone standing 
for peace, retrenchment, and reform. The intervention of Eng- 
land in the Balkan Peninsula was censored by the Gladstone 
Liberals who feared business would be interrupted by war and 
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who were cautious about military expenditure. The spirited for- 
eign policy which grasped the Suez Canal shares and made 
Queen Victoria Empress of India was definitely opposed by the 
"Little Englanders,” who inaugurated savings banks, state in- 
surance, and civil service reform. Such diverse policies are the 
inevitable in a democracy. 

In Japan the developing two-party system behaved simi- 
larly. The peaceful policy of Baron Shidehara was followed by 
a reactionary policy under General Baron Tanaka, who was the 
protege of Marshal Prince Yamagata. The Seiyukai party in- 
augurated once more a policy of aggressive action in China: 
control of Shantung to the extent of garrisoning the Tsingtao 
railway and occupying the city of Tsinan was undertaken; ac- 
tive protection of Japanese life and property in Shantung was 
tried; Chiang Kai-shek and the Nationalists were thwarted in 
their campaigns in Shantung and along the railway in 1928 as 
well as in 1927. Meanwhile (in 1928), before the Tanaka 
regime had ended, when Peking was about to fall into the 
hands of the Nationalists, the Tanaka government notified the 
Chinese generals that should either the Northern or Southern 
army come into Manchuria it might be necessary for the Japa- 
nese "to take appropriate and effective steps” for the mainte- 
nance of law and order; that "the special position of the Im- 
perial Government in Manchuria and Mongolia” would com- 
pel such action. All this, especially the inclusion of Mongolia, 
would suggest a possible revival of the position taken in the 
Twenty-One Demands as the basis for General Tanaka’s threat- 
ened defense of "the special position of the Imperial Govern- 
ment.” The pendulum had swung all the way back to 1915. 

Moreover, it was in this year of threatened intervention that 
Chang Tso-lin’s train was blown up on the way to Mukden. 
This incident, occurring, as it did, under the bridge where the 
South Manchuria Railway crossed the Chinese line, has been 
the subject of accusations and recriminations between the Chi- 
nese and Japanese. 

Because of these happenings, especially the prolonged occu- 
pation of Tsinan, negotiations for the revision of the Sino- 
Japanese treaties, not in relation to Manchuria in particular, 


166 BUSINESS AND POLITICS IN THE FAR EAST 

but in relation to Chinese tariffs, inland navigation, and extra- 
territoriality, in general, were delayed. The Japanese were in 
disfavor in China; Japanese trade with China suffered. The 
whole experiment of a "positive policy in China,” a recrudes- 
cence of the older imperialism, was quite thoroughly discredit- 
ing itself. Moreover, Nanking protested to the Powers at 
Geneva against the violation of Chinese sovereign rights. When 
the protests were of no avail, because Nanking was not yet 
recognized as the government of China, an anti-Japanese boy- 
cott was tried. This made an impression. Reaction against 
Tanaka set in; Japanese public opinion showed its Uberal tend- 
encies; Japanese merchants joined the upholders of the Shide- 
hara conciliatory policy toward China. And Baron Shidehara 
criticized effectively the Shantung intervention, which professed 
protection of Japanese life and property, but which, in reality, 
destroyed more than it protected, and this at the cost of sixty 
or seventy rmllion yen to a country already financially over- 
burdened. 

After July, 1929, however, with the return to power of Baron 
Shidehara as Foreign Minister, there was great progress in the 
practice of policies of conciliation and cooperation in all mat- 
ters concerning China and Manchuria. The appointment (June, 
1931) of Count Uchida to the presidency of the South Man- 
churia Railway was interpreted as evidence that the present 
government intended to clear up its relations with China re- 
garding Manchuria. Foreign Minister from October, 1918, 
to September, 1923, and representative with plenipotentiary 
powers at Paris when the Peace Pact was signed, Coxmt Uchida 
brought influence and diplomatic experience to his position ; his 
views were said to coincide with those of Baron Shidehara, 
which looked to the restoration of friendly relations with 
China. The fact that he was an experienced diplomat was inter- 
preted to mean that definitive adjustments of points of con- 
troversy would be attempted through diplomatic channels. A 
Sino-Japanese joint commission was also appointed (1931) for 
investigating railway construction in Manchuria. The sitting of 
this commission, however, was delayed because of the illness of 
Chang Hsueh-liang, the Young Marshal, who has been Chinese 
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Provincial Governor of Fengtien“ and MiUtary Dictator of 
Manchuria since the death of his father, Chang Tso-Iin, in 
1928. 

Economy in national expenditure, and increasing trade and 
commerce are very essential to Japan. Since both — savings and 
trade benefits — ^were objects of Baron Shidehara’s policy, his 
program seemed to be suited to Japanese needs. 

Foreign Minister Shidehara, however, during his administra- 
tion, aimed at more than the promoting of prosperity. A study 
of his speeches reveals the fact that he worked consistently 
toward the carrying out of a constructive program; he did an 
unusually effective job in the formulation of public opinion in 
the West concerning foreign relations of Japan, as well as 
guiding those relationships, especially in Asia. While charting 
a policy of conciliation, cooperation, and friendly relations, he 
defined the fundamental principles for action in almost axio- 
matic declarations. He was thus able to launch a creative pro- 
gram in league with the newest trends in international polity; 
and should, for that reason, be ranked high among the foreign 
ministers of this century. 

Nevertheless, in spite of the curtailment of the old imperial- 
ism after the Washington Conference, throughout the admin- 
istration of Baron Shidehara there continued to be much dis- 
cussion over Manchuria and treaty rights there. Furthermore, 
deliberate competition on the part of the Chinese, as expressed 
by the building of parallel railway lines and the development 
of the rival port of Hulutao, was dismrbing to the Japanese 
monopoly of transportation via the South Manchuria Railway 
and the port of Dairen.^® The balance sheet of the South Man- 
churia Railway for 1931 showed a net profit of only ¥21,- 
673,461.95 as compared with ¥45,505,857.04 for the year 
1930. Manchuria, the tinder box of the East, long the crux of 
Japanese policies, became the paramount issue. For that reason 

15. Fengtien is the southern part of the Three Eastern Provinces spoken of 
as Manchuria; its capital is Mukden. Manchuria is not Chinese nomenclature. 
The Chinese name is Tung San-seng. The new Chinese name for Fengtien Prov- 
ince is Liaoning. See E. C Ning, Histarkal Account of the Liaoning Province^ 
printed by the Northeastern University Factory, Mukden. 

16. More cases of friction will be discussed in chapter vl, which is an at- 
tempt to evaluate the crisis of September 18, 1931. 
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we may well summarize the attitude of the Japanese toward it 
by presenting certain current opinions frequently expressed be- 
fore September, 1931. 

First, we may not forget, in faa we must remind ourselves 
again and again, that the Japanese fought two wars, the Sino- 
Japanese and the Russo-Japanese, in order to protect their fron- 
tier from conditions which they believed threatened their very 
existence. The wars by creating the buffer area of Chosen se- 
cured Japan herself from peril from either the Chinese or the 
Russians. And since military success against the Russians 
brought such distinction to the nation that thereafter she took 
her place among the Powers, the position of the Japanese in 
Manchuria became something more than temporary privilege in 
a buffer area, even though that area may have possibilities of 
economic development. It seems, in fact, to be the platform 
upon which Japan has built her national prestige among rival 
nations. With Manchuria an area of oppormnity according to 
present treaties, Japan is a great Power. Shrines, therefore, have 
been erected in Port Arthur to the men who saved Japan and 
made her a great nation. Patriotic loyalty and profound reli- 
gious devotion to the heroes there enshrined will, consequently, 
not tolerate any policy that might be interpreted as disloyal to 
the noble dead, their ancestors. 

To this emotional phase of the Manchurian question we must 
add the economic. Japan has nearly seventy million people in 
an area roughly the size of the state of California; but the 
arable land of Japan is but 16 per cent of that limited territory. 
Population is increasing at the rate of from seven to nine hun- 
dred thousand annually. There is one-quarter of an acre of land 
per unit of population; the average farm is estimated to be two 
and one-half acres, and it is said that 65 per cent of the produce 
of that land must go to rent and taxes; the average farmer has 
a deficit; 46 per cent of the land is farmed by those who own 
no land, and 29 per cent of the farmers must supplement their 
incomes by non-agricultural pursuits.’-’' Employment may be 
found in factories, but Japan has little raw material and little 

17. Dr. S. Nasu, lUnd XJtiUzation m Japan, bs quoted b 7 Sherwood Eddy, The 
Challenge of the Bast, p. 111*. 
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mineral wealth within her borders, so that industrial oppor- 
tunity is limited. Moreover, the poverty of factory workers and 
the consequent discontent are serious.’-® Japan cannot find areas 
for expansion in South America and elsewhere for reasons of 
inadaptability or prior privilege. Manchuria is rich in resources, 
and might be a region for economic development and expan- 
sion as well as a source of raw material; but its austere climate 
makes it unattractive for settlement by the Japanese themselves, 
because they cling to styles of architecture and clothing suitable 
only for milder regions. The Japanese have, however, invested 
much in the railway, and in the development of Keijo, Mukden, 
Dairen, and Port Arthur; they have likewise invested money in 
developing resources. But according to trade reports (1929) 
the total import-export trade with Manchuria, including Kwan- 
tung Province, is less than 10 per cent (it is nearer 7 per cent) 
of the total Japanese foreign trade. The trade with China, ex- 
cluding Manchuria, is 12.9 per cent; while 42.5 per cent of 
export and 29.5 per cent of import trade are with the United 
States. 

From those figures one might argue that Manchuria’s eco- 
nomic importance to the Japanese has been exaggerated. How- 
ever that may be, the Japanese have made Manchuria an issue. 
The strategic reason, the need for a buffer area, is evident; the 
emotional is understandable. At times one might be tempted to 
say that Japanese pride in their own prestige in Manchuria, 
which if retained ranks Japan as a great Power, has caused them 
to make a fetish of special privilege in this area. There is, how- 
ever, a faaor which makes impossible an unqualified adherence 
to this opinion. That factor is the intelligent way in which the 
Japanese have been analyzing and attacking their population 
problem. No longer are they dominated by the traditional mili- 
taristic theories that territorial expansion is necessary because 
of overpopulation. That kind of politics for power is being re- 
placed by a facing of the problem of supporting their popula- 
tion. They are planning for increased food production through 
improved methods of agriculture; bean cake which comes from 

18. Sherwood Eddy gives a brief, striking picture of these bardships in 
Challenge of the Bast} pp. 117— 120, 125-127. 



170 BUSINESS AND POLITICS IN THE FAR EAST 

Manchuria is a valuable fertilizer. They are finding employ- 
ment for the surplus population by industrializing their occu- 
pations and by developing new ones; to this end raw materials 
such as iron and coal, cotton and wool, which the island king- 
dom does not possess, are fundamental necessities. Manchuria 
seems to have abundance of all these raw materials, probably 
including oil; it has latent resources as yet unmeasured. There- 
fore, if in the future the Japanese can draw upon the raw ma- 
terials of Manchuria, they may be able to develop agriculture 
and industries which will furnish a livelihood for their multi- 
tudes. If Manchuria, as a resource in this respect, has acquired 
undue importance to them, it is because they are not yet con- 
vinced that they can disregard it for the future, nor neglect to 
protect the investment already involved, even if the trade sheet 
is not very convincing. 

It has been for reasons such as these that the Japanese have 
felt entirely justified in protecting property and investment by 
the exercise of military police power during the recent years 
of disorganization in China when it has been no longer safe to 
go big-game hunting in certain northeastern regions because of 
the bandits. During times of civil strife between the Chinese, 
Japan has maintained order in her railway zone and in the ter- 
ritory to the east of it. She has prevented the instability of gov- 
ernment regulation in this part of China from involving Japan 
in extraordinary hardship because of loss on investments in 
Manchuria, or because of the complete loss of the resources 
which the commerce in this area affords to Japan. The exercise 
of such administrative powers as Japan has deemed necessary 
has been represented by the Chinese as exceeding treaty pro- 
visions. To the world’s greatest pragmatists the Japanese have 
replied that the circumstances necessitated the measures; they 
have, therefore, claimed justification for intervention because 
such action was demanded by the exigencies of the situation. 

The Japanese have long been convinced that, until China has 
a very stable government and can police this area adequately, 
it is necessary for them to maintain peace and security for the 
protection of their investments, their citizens, and their trade. 
If they should relinquish their hold, chaotic conditions, which 
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would prevail to the borders of Chosen, would, they claim, be 
especially dangerous when Russia is on their frontier. For Rus- 
sia, with its strong central government, is possessed of unknown 
power, and has appeared to have a hostile program. Japanese 
stability in Manchuria, they have also argued, is valuable to 
the Chinese as well as the Japanese: it maintains order 'in which 
agriculture and industry may prosper, and preserves the region 
from possible Russian invasion. The Japanese have held it to 
be "a temporary expedient,” yet have maintained that they, the 
Japanese, should be the sole judge of when they should with- 
draw. 

This position the Japanese, without exception, have been con- 
vinced is vital to them; and in relation to it they have seen no 
reason to be conciliatory. Their very general and apparently 
sincere interest in international cooperation and the newer tech- 
niques, which are now being advocated for the adjustment of 
international differences, ceases to function in the case of Man- 
churia. Moreover, it has appeared to the Japanese in general 
that conciliation is quite impossible with nations such as China 
and Russia; China, under recent contemporary conditions, 
would probably be unable to live up to her agreements, and the 
policy of the Russians is both unknown and incalculable. Until 
1931 the Japanese have argued that it is impossible to be bound 
by programs and policies of the League of Nations in relation 
to either China or Russia, not active cooperators with the 
League. In this connection, therefore, the newly developing co- 
operation between China and the League has had deep signifi- 
cance. 

The Japanese, in general, have seemed to be confident that 
they could, under existing circumstances, handle the Chinese- 
Russian frontier problems. There has been one proviso which 
was quite generally held. They have been watchful lest the 
United States should become too much a partisan of China, or 
lest the wealth, resources, and consequent power which Ameri- 
cans could let loose in Manchuria, should they so choose, might 
subordinate the Japanese in open competition. Since Japan, her- 
self, claims to be maintaining an Open Door policy beyond the 
special privileges secured to her in the treaties, the Japanese be- 
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lieve it would threaten Japan's prestige if, in the name of the 
Open Door, the United States should side with China in her 
opposition to the stabilizing influence of Japan in Manchuria. 
Moreover, the opinion is widely held that if the United States 
should become interested and assume the right to judge the ad- 
ministration of the Open Door policy in Manchuria it would 
embarrass Japan in administering that policy; that it would 
materially lessen their economic possibilities in that area; and 
that the results would be disastrous to Japan. 

It may be claimed in all fairness that such fears have been 
the survival of attitudes of mind created by the militarists in 
the days before the Washington Conference. They may have 
been kept alive by antagonisms which have rankled because of 
the exclusion policy of the United States. Such vague fear of 
the United States is, however, not peculiar to Japan. Only re- 
cently Andre Siegfried described a similar fear in Europe. He 
said: 

We see American motor cars on the roads, and the machines which 
build these roads are American. When we go into the country we see 
agriculmral machines and American advertisements plastered over our 
walls. We see everywhere this furtive influence which threatens and 
whose significance is much broader than the industrial and financial. 
We are afraid.^® 

This attitude of fear of the power and success of the United 
States, whether French or Japanese, is but the obverse side of 
defensive emotions of pride in their own prestige and jealousy 
for their own preeminence. These are not peculiar to Japan 
alone, but since they exist, characteristic expression thereof de- 
serves notice in order that opinion and action emanating from 
the attitude of fear may be evaluated. 

In actual fact the Japanese are desirous that the United States 
should give them support and backing in Asia; practically they 
hope that Americans will lend them money with which they 
can develop the resources of Manchuria. The protesting fears 
of the Japanese lest the United States interfere in Manchuria is 
but a characteristic way of expressing what they really want— 

19. NetP York Times, Jnn.Q 4, 1931, address to the Nouvelle Ecole de la Paix 
entitled, "'The Foreign Policy of the United States and American Expansion.’' 



INFLUENCE OF MANCHURIA * 173 

support from the United States for their policy and their eco- 
nomic opportunity in eastern Asia. 

Meanwhile, recognition of the success of the United States, 
which led the Japanese to study its policies and practices, has 
resulted in the appropriation of principles and their applica- 
tion to Japanese problems. Ten years ago, in particular, one 
heard a great deal about the Japanese Monroe Doctrine. At 
present it may be less often quoted as such, yet the idea is part 
of the thinking of many Japanese. This is inevitable if we re- 
member that the men in Japan who are now leaders in busi- 
ness and public affairs were formulating their opinions in the 
decade that centered in 1915 when the Monroe Doctrine was 
much discussed. By these men and those whom they influence, 
by men becoming partners in business, even by boys in high 
school, one finds the Monroe Doctrine held up as a precedent 
for Japanese policies. Since by the theory of the Monroe Doc- 
trine when so discussed — a travesty of the original doctrine — 
the United States would preempt Central and South America, 
and would assume the right to protect these areas from inter- 
vention or invasion by other Powers, it has seemed logical to 
the Japanese that Japan should have similar rights, a Monroe 
Doctrine for Asia, or, at least, Manchuria. It is frequently as- 
serted by them that Japan would not have Manchuria protected 
from Japan any more than the United States would have Mex- 
ico protected from the United States. And they add that if the 
United States can pursue certain policies in South America, 
Japan should be allowed to do the same in Manchuria. The 
most recent statement of this character, one meriting attention, 
was made by Hikoichi Motoyama, dean of Japanese journalists 
and president of the Tokyo i^icht Nkhi. Having painted the 
picture of how Japan, at the expense of billions of yen, had 
built up Manchuria into a wealthy state, peopled in part by a 
million Japanese, he explained that the Chinese, seeing Man- 
churia become a prosperous region, suddenly began claiming 
their right to control and administer it. 

Japan doesn't doubt China's title to the territory, yet she cannot 
grant that because the Chinese have territorial claim they can therefore 
do anything with the magnificent economic temple that Japan erected 
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at such huge cost in accordance with treaty rights. You wonder why 
Japan declines to have a third party intervene in the settlement prob- 
lem. The incidents have been a local affair, the result of enforcement 
of treaty rights. . . . Would Americans gladly accept the interference 
of a third party, say Japan, in settling a possible dispute with one of 
her neighboring countries? You have your Monroe Doctrine. Well, 
suppose Japan says she has her own Monroe Doctrine, what then 

Another contention, which they claim is based upon Ameri- 
can practice, is argued as follows: If the United States may be 
the sole judge of conditions in Central America and determine 
her actions accordingly, Japan should likewise be the sole judge 
of conditions in Manchuria. This is obviously a survival of the 
theories definitely argued in 1921. Japan, they claim, should 
have the sole right to determine what policy, for her security, 
she believes it necessary for her to pursue in Manchuria; she 
must be resentful of any supervision, or assumed right of super- 
vision, of the Open Door policy there, that might imply that 
Japan is being watched and criticized by the United States or 
by any other nation. 

This latter contention is much more generally held than the 
former theory of a Japanese Monroe Doctrine. Both were ad- 
vanced prior to 1921, both might apply to circumstances exist- 
ing previous to the Washington Conference. Conditions have 
been definitely modified by the agreements of 1921, but these 
theories survive among those who are not reconciled to the sur- 
render of aggressive imperialistic policies. Unfortunately, the 
full meaning of all the agreements signed in Washington has 
not been so generally disseminated as was the case with the 
theories they superseded. 

The abrogation of the Lansing-Ishii Agreement which fol- 
lowed the signing of the Nine-Power Treaty was deeply re- 
gretted in Japan. This Agreement, when it was made in 1917, 
and as long as it lasted, was interpreted by many to be a recog- 
nition that there was a Monroe Doctrine for Asia.^^ The Nine- 
Power Treaty is interpreted to mean that the United States no 
longer recognized that Japan had interests in China which were 
different from those of other nations, ail of whom agreed to an 

20. NetP York Times, Oaober 27, 1931. 

21. See above, p. l6l. 
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Open Door policy, and all of whom renounced former ''special 
interests’* in the area of China. 

The Japanese have consequently cherished a statement made 
by William R. Castle, Jr., wheny^^ interim ambassador to Japan 
(December, 1929, to June 30, 1930),^^ that the United States 
looked to Japan to be a stabilizing force in the East; they regret 
the furor that this statement created in some sections of the 
United States, and continue to wish it could be an openly de- 
clared American policy, for it would not only be a recognition 
of their prestige, it would add to their sense of security. On the 
whole, in spite of divergence of opinion in Japan in regard to 
the degree of her responsibility for Manchuria, there is unani- 
mous conviction that there is economic necessity for the re- 
sponsibility, and that the acquired treaty rights are absolutely 
vital to the maintenance of Japanese priority, which is essen- 
tial to her economic opportunity. For this reason the clear defi- 
nition of principles which was made on the appointment of Mr. 
Uchida to the headship of the South Manchuria Railway (June, 
1931) is important. The principles are: preservation of the re- 
gion from civil war, the Open Door to all trade and enterprise, 
and the maintenance of Japan’s treaty rights. 

Developing events (during the autumn of 1931) which have 
occurred since this study was undertaken indicate quite clearly 
the unrivaled importance and influence of Manchuria in deter- 
mining Japanese international policy. They also show the im- 
portance of evaluating the other factors that may determine 
whether Japan will commit herself to cooperation or militarism 
in the "Balkans of Asia.” Not only is it a matter of interest in 
relation to Japan herself, it is of real consequence to the whole 
world, for Japan’s opposition to any interference arising in the 
League Council and its requirements has temporarily threat- 
ened to discredit it as an agency for the settlement of serious 
controversy between nations. 

Her status as a great Power, Japan is determined to retain. 
Will she strive to retain it through continued cooperation with 
the League, through which she has gained a prestige among 

22. William R. Castle, Jr., has been Assistant Secretary of State since April, 
1927 . 
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nations of which she is duly proud and which she can ill afford 
to lose? Or, will Manchuria alone and the immediate purposes 
of the Military determine Japanese national policy? Will the 
farsighted policy which has characterized Japan since the 
Restoration and which has transformed her from a feudal so- 
ciety into a constitutional state be thrown into the discard, or, 
will the evolution of her parliamentary government and the 
direction of her national policy by the civil government, freed 
from corrupt party practices, be allowed to continue? In order 
to answer such questions it is necessary to understand the char- 
acter and vigor of parliamentary government which had been 
achieved before the military coup d’etat of September 18, 1931. 


CHAPTER IV 


RECENT POLICIES AND PARLIAMENTARY 
DEVELOPMENT 

I APAN’S parliamentary government has been in process of 
I development since the days of the Meiji Emperor. 

J In the beginning the Emperor had personal advisers, a 
small '^oligarchy of bureaucratic statesmen/’^ Five knights 
(samurai) of the Choshu and Satsuma clans formed a group of 
elder statesmen, called ''Genro,'* who exercised great influence 
in directing affairs of government. The term '"Genro” was ap- 
plied to them in 1900. Then there was the Privy Council com- 
posed of those who were considered to be the Imperial Ad- 
visers, especially in foreign policy, whenever the Emperor 
should choose to consult them. The Council is nominated by the 
Emperor with the advice of the prime minister, who, before 
1914, was always one of the elder statesmen; the twenty-four 
members include distinguished administrators, diplomats, 
judges, educators, generals, or admirals; cabinet ministers are 
members ex officHs, There is in the third place the Military, in- 
cluding both the Army and Navy, the General Staff Officers, 
and the Naval Staff Board, independent of the Cabinet; these are 
all directly responsible to the Emperor. It was Prince Marshal 
Yamagata in particular and those of his colleagues opposed to 
party government, who saw to it that the chiefs of the General 
Staff and of the Naval Staff were independent of the Cabinet, 
and answerable only to the sovereign. He favored bureaucratic 
government as against party politics in a parliamentary govern- 
ment. ''When the civilian members of a Cabinet come to respect 
the pressure of an opposition, and resign because of it, the naval 
and military ministers can complacently continue to hold their 
seats, immune from political changes. It is this anomalous 
privilege of the military men which has proved a frequent cause 

1. T. A. Bisson, “Democracy in Japan,** Foreign Policy Association Informal 
tion Service^ VI, No. 8 (June 25, 1930). 
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of the undue preponderance of the military element” in Japa- 
nese politics and sometimes in Japanese diplomacy.^ 

Relationships between these various groups within the Japa- 
nese Government as they existed a decade ago may be clarified 
by a diagram as follows: 


JEMPEROR 


'' Grenro ' 


Pri’^ 

Council 


Military 


Cabinet 

t 

Parliament 


In 1925 when manhood suffrage was established, parlia- 
mentary government, representative of the people, was finally 
inaugurated. The Cabinet, however, is as yet responsible to the 
Emperor, and the prime minister is suggested by the Genro. 
Since 1925 the Cabinet has represented a political party.* Ac- 
cording to the Constitution individual ministers are responsible 
to the Emperor. Cabinet responsibility to the lower house of 
parliament according to European practice is as yet unknown 
to the growing democracy of Japan; it is being actively con- 
tended for by the lower house.* Parliamentary practices have 
developed slowly, dominated by Imperial Advisers and the 
Genro, and manipulated by men experienced in government. 
Originally, the Japanese people could not be said to be politi- 
cally-minded; they had no experience upon which to build a 
political consciousness. 

Free compulsory education has been training an electorate. 
Popular opinion upon public affairs, which is still in the process 
of education, is steadily becoming a more and more important 
factor in political and national life. The Japanese are outgrow- 

2. Inazo Nitobe, p. 186. 

3. Party government was attempted by Marquis Okuma, 1914-16, and by Mr. 
Kara, 1918-22. 

4. The Seiyukai Cabinet was named, December 12, 1931, in spite of a Min- 
seito majority in the House of Representatives of the Japanese Diet. 
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ing the tutorial leadership of t;heir intelligent samurai, who 
thought in terms of the welfare of the nation as a whole. The 
nation is becoming a political democracy, even as it is also be- 
coming an industrialized society. Political parties have been de- 
veloping. Until the crisis in Manchuria, 1931, it could be said 
that the present was a period of transition in which the adjust- 
ments were being made from one political order to another as 
well as from one international policy and polity to another. The 
military action in Manchuria, initiated independently of the 
policy, knowledge, or instruction of the Foreign Office and 
Cabinet, was like a syndicalist ''monkey wrench'' thrown into 
the parliamentary machinery as well as into the international 
polity of Japan. 

In order to acquire an adequate background for solving the 
problem we have set ourselves — ^Japan's probable attitude 
toward cooperative policies in Asia — and especially that we may 
comprehend the seriousness of the independent military action 
of September 18, 1931, to the constitutional government of Ja- 
pan, we must needs describe the interrupted transitional phase 
in constitutional development which was in process. 

There is nothing in the Constitution to guarantee the prestige 
of the Military; supervision of the Army and Navy is an Impe- 
rial prerogative; the Emperor often invites the chiefs of the Gen- 
eral Staff Officers and of the Naval Staff Board, and the Minis- 
ters of the Army and Navy, to advise him. The prestige of the 
Military has been a matter of personal influence. The military 
achievements of the Sino-Japanese War and the Russo-Japanese 
War, which brought the nation into prominence and gave it 
place among the Powers, demanded wide recognition. And 
when it is remembered that personal relationships count for 
much throughout the East, and that the military leaders were 
men of achievement when more recent cabinet members were 
boys, then it is easy to understand why they have been able to 
hold their prestige. The characteristic respect for the older gen- 
eration has helped the Military to retain its position of great 
influence. Nevertheless, it lost some prestige in 1919 when the 
disclosure was made that the Military had gone ahead and in- 
creased the number of soldiers in Manchuria in excess of the 
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quota agreed to by the Foreign Office. When the American 
Ambassador reported the matter to the Japanese Government, 
it was a surprise to the Emperor and to the Civil Government. 
Such independent military aaion was thereafter supposed to be 
held in check by the Emperor allied with the Civil Govern- 
ment. 

The Privy Council, unlike the General Staflf, has constitu- 
tional jurisdiction; it is an advisory body to the Emperor; it 
gives its counsel when asked, but it has no political responsi- 
Nlity. Its advice is asked upon such matters as Imperial House 
Law;® the interpretation or violation of articles of the Constitu- 
tion; the issuing of proclamations and of Imperial Ordinances; 
and upon all matters relating to treaties and national pledges — 
which Americans would call gentlemen’s agreements. The 
power of this body, however, has been, like that of the Military, 
a matter of personal prestige; it was included in the scheme of 
things before there was any real confidence in parliamentary 
government. The Privy Council in 1930 was dominated by 
Count Miyoji Ito® and two other reactionaries. Legally, the 
Government may submit proposals contrary to the advice or 
opinion of the Privy Council, and the Emperor has the right to 
choose between them. But this has never happened. Instead, the 
Privy Council usually takes advantage of such a chance to exer- 
cise power to find fault with the Government, and, sometimes, 
to act in collusion with the opposition for the overthrow of a 
ministry, thus demonstrating its control of government policy. 
Its last effort of this kind was in the summer of 1930 when it 
opposed the acceptance of the London Naval Treaty. In this 
episode the procedure was rather transparent. Preliminary re- 
ports and papers were distributed for examination only to the 
members of a subcommittee of the Privy Council; the coun- 
cilors were to be allowed no time to read the documents before 

5. Imperial House Law was promulgated simultaneously with the Constitu- 
tion on Februaiy 11, 1889. It is "an exposition of the instructions transmitted 
through successive reigns of the royal fg^ily, and is intended to be a guide to 
posterity for all time/' The privileges of the Emperor are established in the 
House Law; the Constitution, in distinction, is "a collection of the fundamental 
rules of the State, and lays down clear definitions of the relations that ought 
mutually to exist between sovereign and people/’ Nitobe, i?/?. cit.j p. 187. 

6. Not the Prince Hirofumi Ito who was adviser to the Emperor Meiji. 
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the general meeting. (The subcommittee was a gtoup of reac- 
tionaries under Count Ito.) But on this occasion the scheme 
failed because Viscount Kikujiro Ishii, who was not on the com- 
mittee, objected to the practice, and Futakami, the secretary, 
was forced to distribute the text of the treaty to all the coun- 
cilors in time for careful reading before the general meeting. He 
omitted, however, to distribute the documents attached. The 
subcommittee opposed the treaty, especially the way in which 
the Government had concluded it. They offered numerous petty 
criticisms. The complaint was made, for instance, that the For- 
eign Office had submitted papers with the name of the Italian 
delegate spelled Afred Grand! instead of Alfred. Another com- 
plaint was that the word sumpo, a term of measurement, was 
used in the treaty when terminology of the metric system should 
have been used. Such matters, it was insisted, should be cor- 
rected before the body of the treaty could be considered. Un- 
fortunately for the Privy Council these items were published in 
the newspapers, bringing ridicule upon this effort of the Privy 
Council to block the policy of the Government. 

Back of what Americans might call filibustering over techni- 
calities, was, however, a seeming loyalty to the prestige of cer- 
tain individuals: a point that the Privy Council complained of 
was that the government then in power, headed by Premier 
Hamaguchi and the Minseito party, and the delegates at Lon- 
don, ignored the opinion of Admiral Kato, who was chief of 
the Naval Staff. Here it is easy to perceive a sympathetic alli- 
ance between Privy Council and Naval Staff, both of which 
had previously had much influence through their personal ac- 
cess to the Emperor. Moreover, it is also true, there had been 
somewhat inadequate clearance between Premier Hamaguchi 
and the Naval Staff during the London Naval Conference: Mr. 
Wakatsuki, head of the delegation, had taken with him to Lon- 
don, Admiral Kato of the Naval Staff and Admiral Taka- 
rabe, who was First Minister of the Navy, and the son-in-law of 
Admiral Count Yamamoto, creator of the modern Japanese 
navy. Mr. Hamaguchi, the Prime Minister in Tokyo, ignored 
the Chief of the Naval Staff, Admiral Kato, and advised the 
delegates at London through the Cabinet Minister, Admiral 
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Takarabe. The Civil Government thus controlled the national 
policy at the London Conference. Moreover, Hamaguchi’s Min- 
seito government, which was in power, stood for retrenchment, 
naval limitation, and friendship among nations; these were 
quite contrary to the policy of inflation and militarism, which 
had been the program of the Seiyukai, who were in opposition. 

Since the London Naval Treaty was opposed by Admiral 
Kato, friend of Privy Councilors, and since the treaty supported 
by the Hamaguchi Cabinet was opposed by the Privy Council, it 
is quite easy to see how personal politics and parliamentary 
government were in the balance. It is likewise easy to see that 
it was also a struggle between civil government and military 
influence within the Constitution. 

In previous times when such conflicts arose cabinets had 
fallen; this time the Privy Council attempted to dominate the 
policy of government, but failed. The force of public opinion, 
led by the press, which, in Japan, is independent of shipbuilders 
and naval personnel, had much influence; so much that the op- 
position, in order to gain support, let it be known that if the 
Government was defeated, the opposition — the Seiyukai party 
coming into power — ^would pass the Naval Treaty within five 
days. This transparent maneuver only revealed how fragile was 
the cause against the treaty; no sooner was this announcement 
known than the Privy Council quite suddenly gave its support 
to the treaty. This, of course, made the Seiyukai ridiculous and 
helped to reveal the true nature of the struggle. It was not a 
question of treaty or no treaty that was settled — ^the treaty was 
really desired by public opinion and supported by both parties 
—it was a stmggle for power in the government: the Seiyukai 
party trying to overthrow the Minseito, and the Privy Council 
endeavoring to retain its former prestige; and both lost. It is re- 
ported that when the Privy Council was on the point of defeat- 
ing the treaty, the Cabinet, contrary to all precedent, was ready 
to counter the Council’s decision with a new proposal. In other 
words the civilian element was prepared to measure its strength 
with the Privy Council for the position of power within the 
constimtional government of Japan. The Privy Council had 
never lost an issue. If it had faced this test it would probably 
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have been defeated. Instead, it suddenly gave in. The treaty was 
ratified. The Civil Government, the Cabinet, and popular opin- 
ion had won against the Privy Council, the Military and the 
General Staff. It was a triumph for the Civil Government 
within the Constitution. 

i 

The victory for constitutional government in this crisis was 
possible because the nation supported the principle of disarma- 
ment as embodied in the London Naval Treaty; constitutional 
government won on a program of limitation of armaments. It 
is claimed by some, whose interpretation is to be trusted, that if 
Japanese public opinion had not been so strong for limitation of 
armaments it is not certain that the parliamentary victory could 
yet have been achieved. The non-militaristic character of devel- 
oping public opinion is a circumstance equal in significance to 
the constitutional importance of the defeat of the Privy Council. 

Moreover, the popular insistence upon the acceptance of the 
treaty, which contributed indirectly to the defeat of the Privy 
Council, was an event of profound significance. It offers an in- 
teresting evidence of a growing democracy. Yet, without dis- 
counting this fact, it might be remembered that the great stride 
in constitutional government was also, in large part, the work 
of the old order of personal rule. The influence of popular 
opinion and the influence of the Genro — the influence of per-' 
sonal aristocratic rule surviving in a developing democracy — ^is 
a combination of facts which is characteristically Japanese. 

The details of this recent example of personal rule are inter- 
esting. First we should be reminded that Prince Saionji and his 
senior colleague. Prince Marshal Yamagata, were with the mili- 
tarists in 1921.’^ This was but namral. In 1930 and 1931 the 
same Prince Saionji, the one remaining Genro since 1922, spon- 
sored the Minseito patty, lent his influence to developing par- 
liamentary practices, and supported the program for interna- 
tional cooperation as directed by Baron Shidehara. Rumor has it 

7. See pp. 164 and 177. Prince Saionji was in the Seiyukai party which was 
created by Prince Ito, until he became Genro in 1912. A Genro is above parties. 
Prince Saionji, who has often acted as Prime Minister, favors the power of the 
Civil Government within the Constitution. Nevertheless, as long as Prince Mar- 
shal Yamagata lived Prince Saionji acquiesced in the opinion of the senior 
Genro. 
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that Prince Saionji, this last of the personal advisers of the Em- 
peror, let it be known that that Emperor named Hamaguchi and 
the Minseito Cabinet on his advice. If Prince Saionji had openly 
favored that Cabinet in a crisis between Cabinet and Privy 
Council, it is believed that the Emperor would have taken his 
advice and ratified the treaty in spite of the decision of any 
Privy Council in opposition to it. If such a thing had happened 
in the open the Privy Council would have been discredited for- 
ever. Instead, they voted for the treaty; even though their posi- 
tion was ridiculous, they had saved their prestige, or, in the 
language of the East, they had saved face. 

Japanese interpreters elucidate the fact that Prince Saionji 
(who was the protege of Prince Hirofumi Ito, creator of the 
constitutional government of Japan, in 1889) did not say 
openly that he advocated a parliamentary government like that 
of England, because, if he did, such advocacy might be taken to 
imply that the power of the Emperor could or would be limited. 
This could not be said in Japan; for the Emperor, as direct de- 
scendant of the Sun Goddess — creator of the Japanese people — 
is head of the nation and all the people belong to one big fam- 
ily. Since this is true, the Emperor, of course, associates himself 
with the popular will, and popular will is expressed by the Em- 
peror. This relationship, it is claimed, makes for parliamentary 
government and preserves the sacred character of Imperial Au- 
thority. The power of such an Emperor could not be limited; if 
it could, or if anyone should openly say that it could, then the 
sacred character of the Emperor would be denied. Not even a 
Genro committed to parliamentary government could do this. 

At this point we should pause to clarify a matter which, re- 
curring from time to time, usually eclipses the essential issue. It 
is the matter of the Emperor’s Prerogative. In 1931, Baron 
Shidehara, for a seeming “slip” in this regard, was temporarily 
under a cloud; and for a time in 1928, during the discussion of 
the Kellogg-Briand Paa, the Privy Council greatly enhanced its 
prestige by its insistence upon the strictest adherence to both 
letter and spirit of the law in the preservation of the Emperor’s 
supreme position. The Privy Council attempted to defeat the 
Paris Pact by pointing out that the phrase, "in the names of their 
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respective peoples,” which appeared in Article I, did not fit the 
Japanese constitutional recognition of the Emperor’s Preemi- 
nence.^ This discredited the official supporters of the Pact and 
gave temporary ascendancy to the Council. The phrase, which 
if included in the ratified Pact would have involved a slight to 
the Emperor’s sovereignty, was finally declared "to be inappli- 
cable in so far as Japan is concerned.” When Premier Tanaka, in 
deference to the demands of the opposition, issued this declara- 
tion, the Pact, demanded by popular opinion, received the nec- 
essary official approval.^ The Privy Council was thwarted by 
parliamentary maneuver. 

In March, 1931, Baron Shidehara chanced to say, in defense 
of the London Naval Treaty, that it had the Emperor’s ap- 
proval. This was bringing the Emperor into a controversial dis- 
cussion and was unworthy the honor due His Majesty. This slip 
was taken up by the opposition as an insult to Imperial Au- 
thority. In consequence, the prestige of Baron Shidehara, then 
Acting Prime Minister, was much affected. He later apologized. 
Upon the resignation of Mr. Hamaguchi as Premier, Baron 
Shidehara, who had been Acting Premier, was continued as 
Foreign Minister; and Mr. Wakatsuki became head of the 
Cabinet. 

Whenever this matter of Imperial Prerogative comes to the 
fore, it is like a cloud which for a time conceals the contours of 
the landscape. It should be evaluated as a thing apart; when 
Imperial Prerogative is duly recognized, the evolutionary trends 
in parliamentary development, public opinion, or foreign policy 
proceed without interference. Such punctilio may be said to be- 
long to the old Japan, and is preserved, in part, as a possible 
tool with which to check too great innovation. It should not be 
surprising that in the change from absolutism to constitutional 

8. The text reads: ‘'The High Contracting Parties solemnly declare in the 
names of their respective peoples that they condemn recourse to war for the solu- 
tion of international controversies, and renounce it as an instrument of national 
policy in their relations with one another.” 

9. A copy of this declaration of June 27, 1929, was sent to the signatories of 
the Pact on July 24. It reads: “The Imperial Government declare that the 
phraseology ‘in the names of their respective peoples/ appearing in Article I of 
the Treaty for the Renunciation of War, signed at Paris on August 27, 1928, 
viewed in the light of the provisions of the Imperial Constitution, is understood 
to be inapplicable in so far as Japan is concerned,” 
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monarchy a certain distrust of the new and adherence to the old 
should have persisted. Certainly in the creation of the young 
United States there was distrust of democracy to the extent of 
creating a nonpartisan electoral college to be composed of trust- 
worthy men who should choose the president; and the matter 
of suffrage was left to the states, which in turn delimited the 
right to vote by property or religious qualifications. In Japanese 
experience the same distrust of democracy manifests itself in the 
preservation of the sanctity of Imperial Preeminence; the devel- 
opment of ceremonial Shintoism perpetuates it. 

Respect for Imperial Prerogative is essential to the Japanese 
conception of the sacred origin and character of the Imperial 
Family; official Shintoism provides the forms and ceremonies 
for individual and collective recognition of the ideals involved. 

The roots of Shintoism, the State religion of Japan, are to be found 
in an immemorial ancestor worship. This universal practice relates the 
spiritual conception of the monarchy to the everyday life and thought 
of the Japanese people. Ancestor worship in Japan is a living institution 
rooted in the mental habits and social groupings of the people. It is 
common to the whole nation without distinction of creed. It also gives 
rise to the family system by which the individual members of Japanese 
society are bound into a single organic whole. In this system every Japa- 
nese family considers itself an off -shoot, or branch family, in direct line 
of descent from the line of the ancestors of the Emperor himself. . . . 
Although these underlying spiritual elements have been inherent in the 
Japanese monarchy from the earliest times, it was not until the early 
years of the Meiji era that Shintoism was given the unified nationalistic 
form here outlined. The leaders of that period by a piece of brilliant 
statecraft, so reconstructed the Shinto religion as to take the ancient 
mythology of race into the service of the state. ... As the earthly 
representative of the gods and as himself one of their number, the Em- 
peror became the personification of Japan and the focus of national 
patriotism.’-*^ 

He is the representative of the nation and the symbol of its 
unity, in a sense more comprehensive and enduring than is true 
of the British Crown. 

The position of the Japanese ruler vis-a-vis his people is unique; his 

10. Bisson, "Democracy in Js-psn" Foreign Policy Information Service (June 
25, 1930), p. 150. 
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power is absolute; the authority he exercises is most like the patna 
potestas of ancient Rome.^^ 

Reverence for their Emperor is, through ceremonial Shinto- 
ism, something apart from any particular religion, something 
quite distinctive. All school children are required to visit, at 
least once, the Grand Imperial Shrine of Ise; they are instructed 
in its meaning and in the ceremonials suitable to its sacred char- 
acter. Numerous shrines to national heroes as well as the great 
shrines to the Meiji Emperor, are perpetual reminders of the 
entity of the Japanese race and nation. In Keijo a new shrine to 
the Meiji Emperor, which is situated on a hill dominating both 
the city and the surrounding country, is to Chosen a constant 
reminder of the sacred character of their present Imperial Era. 
Here and at Port Arthur the shrines are outward manifestations 
through which we perceive, to a slight degree, the character of 
the patriotism of the Japanese. To them it is akin to religion. 
Remembering all these manifestations of the institution of offi- 
cial Shintoism, it is quite understandable that due honor should 
be guaranteed this concept. 

In the everyday workings of parliamentary government, how- 
ever, and in the analysis of the problems of economic prosperity 
and the direction of an international policy, the Japanese are 
very practical. Busy with realistic factors rather than sentimen- 
tal values, it sometimes happens that slips in phraseology occur. 
The opposition, or reactionaries in either party, are ever ready 
to seize any opportunity to make capital of a slight violation of 
Imperial honor. Whenever these episodes occur it is necessary 
to remember the character of the Japanese attitude and training, 
and not confuse this issue with the big trends in national devel- 
opment or international polity. In regard to the matters at issue 
in these parliamentary struggles over the London Naval Treaty 
and the Paris Pact, there was no real opposition except from 

11. Nitob4 op. cit., pp. 184-185. The Japanese Emperor ‘‘rules the countiy 
more as a duty to bring peace and blessing than as a right to enforce his will 
upon his subjects. . . . The rights to be acquired by his people are to be be- 
stowed by him as a charismatic gift and not under constraint. In one word, he 
sacrifices a part of his authority in order to endow his children with a larger 
measure of it. The Japanese Constitution is therefore an ordinance, in the sense 
that it is not a contract between the ruler and the ruled; it is unilateral in its 
origin, in that it is devised without the assent or the consent of the governed." 
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militarists allied to older constitutional relationships. The ideals 
embodied in these documents were widely accepted and popu- 
larly demanded; moreover, they were advocated by both politi- 
cal parties. The controversies in each case concerned technicali- 
ties of wording or procedure; they were of constitutional im- 
port only. Constitutional triumph was secured because official 
and public opinion were both committed to the measures pro- 
posed — limitation of armaments and the renunciation of war as 
an instrument of national policy in the adjudication of interna- 
tional disputes. 

If we redraw our diagram, we can see what the status of the 
various groups in the organization of government had become 
by the summer of 1931: 


^-EMPEROR 

Genro / j 
Privy / j 

Council / Cabined* 

/ t 

/y Parliament 
Military ^ 

People 

With the passing of the older statesman, Prince Saionji, there 
will be no Genro, for the last of the Genro refuses to support a 
successor. Should he appoint a successor or allow the Privy 
Council to become his successor, Japan might never have true 
parliamentary government.^^ As it is, when the senior members 

12. The Ministers of the War and the Navy are in the Cabinet. The military 
budget is controlled by the Cabinet and Parliament. To this extent the Civil 
Government is in control of the Military in time of peace, 

13. Since it is necessary to the concept of Imperial Preeminence that someone 
should take responsibility for the Emperor so that he shall be above criticism for 
the choice of a Cabinet and aloof from party politics, some substitute for the 
Genro may be created. Some Japanese understanding governmental trends sug- 
gest that in the event of there being no longer any Genro to bear the onus of 
government, it may be that a committee will be created to act in a similar ca- 
pacity; this committee might be composed of the president of the House of 
Peers, the president of the House of Representatives, and the president of the 
Privy Council. The presidents of the mo parliamentary houses are chosen by 
those bodies, respectively; the president of the Privy Council is named by the 
Emperor upon consultation with the prime minister. Should this committee ad- 
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of the Privy Council have gone, it may not be so tenacious of its 
prestige; it will, in all probability, be composed of men who 
are believers in parliamentary government, men who have been 
or are cabinet members, and who are experienced supporters 
of parliamentary practice. Without the elder statesmen — the 
Genro — and with a Privy Council composed of men with par- 
liamentary experience, the framework of responsible parlia- 
mentary rule and the Military, with the Emperor the source of 
authority, will comprise the government of Japan. 

For the present, however, in spite of the triumph of parlia- 
mentary government the Privy Council still lives. A new test, 
however, of its capacity to interfere with the adjustment of 
Japan to the new international structure of world politics is 
likely to arise in connection with the question of the adoption 
of the Optional Clause in the Statute of the Permanent Court 
of International Justice. Will Japan pledge herself 

to recognize as compulsory, ipso facto, and without special agreement 
in relation to any other Member or State accepting the same obligation, 
the jurisdiction of the Court in all or any of the legal disputes con- 
cerning: (a) the interpretation of a Treaty; (b) any question of Inter- 
national Law ; (c) the existence of any fact which, if established, would 
constitute a breach of an international obligation; (d) the nature or 
extent of the reparation to be made for the breach of an international 
obligation 

It is reported that Baron Shidehara, when Foreign Minister, 
favored its adoption; yet since it is a matter of foreign policy it 
must ultimately come before the Privy Council. The matter, 
therefore, awaits the opportunity and the occasion for presenta- 
tion to the Privy Council when the Privy Council cannot refuse 
to approve it. To present so important a matter as this and give 
the Privy Council an opportunity to triumph by defeating it 
might delay the complete establishment of parliamentary rule. 
Such circumstances should be kept in mind if Japan appears to 
hesitate to act upon the Optional Clause. 

There are, in fact, reasons for hesitation over the adoption of 

vise according to parliamentary praaice, the fiction of Imperial Sanctity, Pre- 
eminence, and Authority could be preserved. 

14. Text is in M. O. Hudson, The Permanent Court of International Justice, 
Appendix, pp. 340-349. 
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the Optional Clause which might justify Privy Council opposi- 
tion to it, reasons which have to do with unstable conditions in 
Asia. Japan has a special problem in the possible interpreta- 
tions that might result if treaties concerning Manchuria were 
presented to the World Court for elucidation. Would they be 
interpreted in the literal sense according to western practice? 
Or would they be interpreted according to conditions in Man- 
churia which have resulted in aaion that at times appears to 
have exceeded the letter of the law? Even Japanese trained in 
western law explain that Japan’s jurisdiction has extended in 
Manchuria from circumstances of namral growth and is "not 
protectable by occidental jurisprudence.” The solution of that 
problem, they claim, is too vital to permit them to intrust any 
question of treaty interpretation to judges trained to consider 
the letter of the law instead of the circumstances of the case. 
They argue further that Japan should be left to deal with China 
bilaterally, and by "oriental methods of compromise.” Thus, 
consideration of the Optional Clause might open the whole 
question of the status of Japan in Manchuria, and give the 
Privy Council real ground for an obstructionist policy, and, in 
consequence, strengthen its position in the practice of govern- 
ment and within the Constitution. If, however, mutual agree- 
ment concerning, or redefinition of, these treaty rights shall be 
achieved, this obstacle to Japanese acceptance of the Optional 
Clause may be removed. 

This whole question takes on a new aspect now that China 
is an active member of the League. Before that treaty relations 
with China could be held by Japan to be a matter of local con- 
cern, one between two oriental nations, to be dealt with in ori- 
ental fashion. But with China’s new policy of committing her 
cause to the League of Nations, the matter takes on a different 
mien. No longer is it a matter for unilateral decision by Japan, 
no longer may her internal constitutional development evolve 
according to forces and opinions purely Japanese. It is possible 
to imagine that China, in spite of her own legal practices to the 
contrary (as described in Sec. II, chap, i), may attempt to de- 
fend her rights in terms of the letter of the law in the western 
sense. Moreover, China’s policies and her connection with the 
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League in relation to Manchuria have already been the occa- 
sion for revealing the intricate and fluid process of constitu- 
tional development in Japan. A matter quite complicated 
enough in terms of Japan itself has become infinitely more com- 
plex and far reaching in its effect because it has international 
complications. 

Should China really adopt in principle, and attempt to work 
out in praaice, a policy along the lines suggested at the end of 
Section II — the discussion of the abolition of extraterritoriality 
— the whole simation in eastern Asia might be changed. Until 
now, Japan, as the Permanent Member of the Council, really 
represented Asia in the League. She enjoyed a prestige and 
sense of superiority therefrom that made her confident that her 
judgment was supreme in Asia. Under new conditions, with 
China also active and committed to league principles, Japan 
may meet a real test of her will-to-co6perate. 

That will-to-co5perate, or Japanese foreign polity, is for the 
present largely a matter of internal political evolution and na- 
tional psychology. Perhaps also, in a measure, it will be a mat- 
ter of Japanese financial stability in the world economic crisis. 

In terms of modern popularked psychology, the Japanese 
have a double handicap. Because Japan is small in area, and be- 
cause her position of prestige among the nations is newly ac- 
quired, she suffers from an "inferiority complex” and is sensi- 
tive to criticism and defensive of her rights. This was clearly 
manifest in the solidarity with which she backed the militarists 
when the League Council interfered; she would brook no criti- 
cism nor outside interference. On the other hand, because of 
the disorganized condition of China, Japan looks upon her 
with distrust, and, in consequence, is handicapped by what is 
known as a "superiority complex.” This in turn is manifest in 
her apparent assumption that she is the judge of the rights in 
Manchuria which she is bound to respect; that she is a law unto 
herself, or the judge of all law. 

Notwithstanding these outward manifestations of tempera- 
ment, which add the inscrutability of the psychology of a people 
to the complexity of economic rivalries, and the incompatibility 
of two diverse political administrations, there is a political 
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problem purely Japanese. The military action in Manchuria on 
September 18, which was independent of the authority of the 
civil government, was, in effect, a “strike” against the evolu- 
tionary development of constitutional government, and against 
the cooperative, peaceful methods of civil parliamentary rule 
which were growing up. It was a blow which may have dire 
consequences to progress, prosperity, and peace, all of which 
are as essential to Japanese well-being as to the territorial and 
a d mi n istrative integrity of China. 

Should vigorous reversion of opinion come, it could not re- 
sult in revolution. This would not be Japanese. The Emperor, 
in consonance with the sacred character already described, 
would not be too much at variance with popular will, for popu- 
lar will is expressed by the Emperor, the father of his people. 
The people, idolizing the Emperor, owe him loyalty, the high- 
est of their virtues; were they disloyal, they would be imtrue 
to the m selves. Disloyalty would be sacrilege. Since the relation- 
ship of the Emperor to his people "partakes more of the nature 
of a tender father than of a stern master,” there is in the Japa- 
nese State a respect for the needs, ambitions, and desires of 
the people, just as in the family there is respect for its members. 
In view of this delicate and intangible relationship between 
the Japanese Emperor and his people, it is confidently asserted 
that Japan could not have a revolution. A more commonplace 
way of stating it is to say that Japan is no longer, as formerly, 
a static society. Changes that have been taking place make it 
appear that Japanese political development has become an evo- 
lutionary one. This interpretation was exemplified in the strug- 
gle over the London Naval Treaty which we have discussed. In 
this instance the Imperial Authority was strengthened in popu- 
lar favor both by the triumph of the Civil Government over the 
Military and by the triumph of constitutional principles of par- 
liamentary government which were secured through its consent. 
The Imperial Government, in reality, carried out the popular 
wish; the sacred character of the Imperial Will and popular 
parliamentary government both prevailed. 

The military demonstration against anti-Japanese associa- 
tions and the anti-Japanese boycott in Shanghai, January, 1932, 
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indicated that the boycott of 1931-32 was threatening the eco- 
nomic prosperity which the Military would win by means of 
their police power in Manchuria. Closing the Chinese market 
to Japanese manufactured goods may deprive multitudes of 
Japanese of their all too limited ability to earn a living. Other 
boycotts have been effective.^® On this occasion, however, no 
one can foretell the endurance of the Japanese in their devotion 
to the Manchurian cause, and to the heroes enshrined at Port 
Arthur. Intellectually, there has been popular support for the 
London Naval Treaty, the Paris Pact, and the principles of co- 
operation and conciliation in the abstract. Emotionally, there 
was popular support of the Military in the area of Manchuria, 
1931, especially as it was identified with their right to exist. 
Where the balance will rest the future alone can tell. Never- 
theless, there are faaors beyond the intellect and the emotion — 
faaors inherent in the exigencies of the situation — ^which may 
determine the ultimate policy to which both intelligence and 
emotion may subscribe. 

Meanwhile, it is necessary to understand the patterns of Japa- 
nese thought by becoming acquainted with the content of Japa- 
nese education. Only then will it be possible even partially to 
evaluate public opinion. 

15. There have been seven boycotts since 1907; those of 1922 and 1928 were 
particularly effective. Concerning 1928, see above, p. 166. 


CHAPTER V 


POTENTIAL INFLUENCE OF THE RISING GENERA- ■ 
TION IN THE FORMULATION OF 
NATIONAL POLICIES 

T he program of the Restoration throughout has been one 
of education in every line. Today it is Japan’s proud 
boast that more than 99 per cent of Japanese children of 
elementary school age are actually receiving instruction. For the 
six years of elementary education the curriculum has been care- 
fully planned by the Ministry of Education with the aim of in- 
culcating ideals of citizenship: loyalty to the Imperial Family 
expressing itself according to the traditional military ideal has 
been the theme. Since the days of the Meiji Emperor, Japan has 
been endeavoring to build up loyalty to the Imperial Authority 
in order to replace the influence of the military governors who 
were prominent during the feudal era. The objective has been 
to make citizens useful for the purposes of the state, in place of 
the local loyalties, which lasted down to the Restoration. Class- 
room exercises in history, language, and ethics are utilized for 
the purpose of developing a national ideal; texts have been 
standardized for the entire nation. No departure from the sys- 
tem is permitted; like patterns are stamped on all minds. A 
brief summary of the content of texts authorized by the Min- 
istry of Education for the Sho Gakko (the six-year elementary 
school) may be illuminating. 

The twelve graded readers, two for each year, treat of all 
sorts of subjects, for example: Tea Raising, Persimmons, The 
Echo, Our Town, The Sun and Wind, Letterwriting, Great 
Japan, The Sea, The Emperor, Getting Up Early, Companions, 
etc. Yet in every reader, the textbook makers take pains to in- 
clude sections in which it is possible to stress loyalty to the State 
centered in the Imperial Family and expressing itself in mili- 
tary form. By way of illustration we may take the story of "The 
Sailor’s Mother” in the ninth reader:^ 

1. The following quotations are sight translations made directly from the 
texts by an American, resident in Japan, who reads Japanese. 
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It was the time of the war between Japan and China, 1894-1895, 
and on a certain day a sailor on board our gunboat Takachicho was 
reading a letter written in a woman’s hand, and crying over it. A cer- 
tain officer who was passing near saw this, and thinking that the 
sailor’s attimde was unusually effeminate said, "'What is the matter? 
Are you stingy with your life? Are you homesick for wife and children? 
What kind of an attitude is this for one who has become a s*ailor and 
has gone to war? The disgrace of the sailor is the battleship’s disgrace. 
The battleship’s disgrace is the nation’s disgrace.” The sailor stood up 
startled, looked straight into the officer’s face, and then baring his head 
he said, '"Your words are too severe. I have neither wife nor children. 
I also am a Japanese and should I be stingy with my life? But please 
read this,” and saying this he handed over the letter. The officer read 
as follows (it was from the boy’s mother) : — "From reports you did 
not go into the naval battle of Tayoshima; and also on August 10, in 
the attack on Ikaie, although you took part, you did not especially dis- 
tinguish yourself. Your mother cannot avoid deep regret. For what did 
you go to the war ? Wasn’t it to throw away your own life and pay back 
the debt of gratitude you owe the Emperor? The people of the village 
from morning until night in various ways are exceedingly kind. 'Her 
boy has gone to the war to fight for our country and we want to see 
that she doesn’t feel inconvenience in any way, and if you have any 
need please tell us without reservation.’ Thus they speak kindly, and 
your mother, whenever she sees their faces and recollects that you have 
done nothing, feels as if her heart would break. I go every day to the 
Hachiman Shrine [to the god of war} and I pray from my heart that 
you may achieve some deed of gallantry. Your mother has a human 
heart and does not wish to bring suffering to her child. I am sure you 
will understand with what thoughts I have written this letter.” The 
officer read this and involuntarily tears fell from his eyes, and grasp- 
ing the sailor’s hand he said, "I was wrong. I cannot restrain deep 
admiration for your mother’s spirit, and your feeling of regret is also 
natural. But you must remember that present day warfare differs from 
that of old. It is not easy for the individual to go out by himself and 
achieve personal glory. The officers and soldiers are a unit; all must 
work together. The first essential is that each one should obey the com- 
mands of his superiors in all respects and should give attention to the 
performance of his special duty. Your mother tells you to throw away 
your life and remrn your debt of gratimde to the Emperor. The time 
for this has not yet arrived. Everybody on the ship regrets that we did 
not get into the naval battle of Tayoshima. But this could not be 
helped. There is time for glorious fighting yet, and then, we will 
together achieve some distinguished service and raise aloft the name of 
our Takachicho (name of their ship). Explain this matter carefully 
to your mother and tell her to be at peace in her heart.” Thus he 
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spoke. The sailor listened with bowed head, raised his hand in salute, 
smiled and departed. 

Specific training in ethics given through another set of text- 
books covers the entire range of moral virtues as the Japanese 
conceive them. The subjects discussed in Book I include: Help- 
fulness, Politeness, Obedience, Family Life, The Emperor, Mili- 
tary Loyalty, Honesty, Neighborliness, etc. Each of the texts 
for the children is accompanied by an instruction book for the 
teacher giving the purpose of the lesson, an elaboration of the 
text for the use of the instructor, and suggested questions to be 
asked of the children. The lesson on Loyalty from Book I will 
enable us to understand the character of this instruction. Loy- 
alty is interpreted — here and throughout the textbooks — as 
military valor. The illustrating story is about a soldier named 
Kikuchi, who, although struck by a bullet and dying, did not 
take the trumpet from his lips but sounded it with his dying 
breath. The teacher’s instructions for this lesson in the Teach- 
er’s Manual are as follows: 

1) The object of this lesson is to arouse a feeling of Loyalty and 
therewith to foster the purpose of sacrificing one's self on behalf of 
the Emperor. 

2) Tell the story of how in war with China our soldiers had occu- 
pied Korea. At a certain time the troops at the head, going on in the 
dead of night, fell into an ambush and were fired on at close range. 
Instead of retreating they dashed on and the trumpeter who was 
wounded kept the trumpet to his lips and sounded it with his dying 
breath. 

3) An exhortation to the children: If at any time the Emperor gives 
the command, one who is a Japanese must go bravely to the battlefield. 
When he has reached the battlefield he must be carefully obedient to 
the commands of his superior officers. And he must msh through fire 
and water, and perform his duty on behalf of the Emperor. Private 
Kikuchi, who offered up his life, performed his duty nobly and mani- 
fested a magnificent loyalty to the Emperor. 

The purpose of the whole scheme is told within the textbooks 
themselves; for instance: 'To be a good Japanese one must al- 
ways look up to the august virtues of the Emperor and Empress, 
must always revere the Grand Imperial Shrine of Ise (Shrine 
of the Sun Goddess who is mother of the Imperial line) , and 
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must develop a heart of loyalty and patriotism. . . And in 
the sixth book of ethics we find this explanation of the whole 
program: 

In ancient times, the duty of protecting the country rested on the 
military class, the Bushi or Samurai; but in the Meiji period the gen- 
eral conscription law was passed, the entire nation is liable Tor mili- 
tary service and is responsible for the protection of the country. On 
this basis adequate naval and military preparations have been made, 
and in the two recent wars, one with China, 1894-1895, and one with 
Russia, 1904-1905, we have been able to make our national glory 
shine throughout the world. 

Farther on we read concerning 'The First Duty of Citizens’": 

Today all the civilized countries of the world are co-operating with 
each other to the limits of their power to avoid war and preserve peace. 
However, there is no assurance that for various reasons war may not 
break out between some of them. For that reason it would be a very 
serious matter, one of supreme importance, if by some mischance our 
country were put in a position of peril. For that reason it is most im- 
portant that we should unitedly plan the protection of our country and 
the preservation of its safety. From ancient times down to the present 
never once has our national glory suffered from a foreign power. This 
is because of the august virtues of the successive generations of Em- 
perors, and the loyalty and military bravery of our ancestors. We, with 
hearts like our ancestors, must protect the country that has thus been 
preserved to us and must see to it that our glorious historical record 
is not sullied. In our country all male citizens between the ages of 
seventeen and forty have the duty of military service. Accordingly, 
when a man reaches the age of twenty he must undergo examination 
for conscription. From those of good bodily health, a certain number 
are selected by lot, and go into aaive service in the army or navy. If 
a serious situation should arise, those who are in active service and 
those who have the duty of military service are summoned for military 
duty. The matter of proteaing the country by military service is our 
very highest duty as citizens. And, in addition to this, it is a very great 
honor. Let us, while we are young, improve our bodies and develop 
vigor so that after we have grown up we may pass our military physi- 
cal examination, and enter the army and navy, and perform our glori- 
ous duty in the protection of our country. And even those who are not 
to be soldiers must develop body and mind with the determination to 
be able to meet any national emergency that may arise. 

The elementary texts from which we have been quoting are 
published by the Ministry of Education and are the only texts 


198 BUSINESS AND POLITICS IN THE FAR EAST 

used in the Sho Gakko; other texts, published with their per- 
mission, may be used in the Chu Gakko and Koto Gakko (mid- 
dle school and high school) . One Chu Gakko text very widely 
used is by Shiba Ki^umori. The introduction to this New Na- 
tional History for Middle Schools says: 

Our Empire of great Japan with an Emperor above, ruling in a single 
line from immemorial ages, and citizens below, matchless in loyalty 
and patriotism from ancient times to the present, has never once re- 
ceived a foreign insult. Such a national character is without parallel in 
all the world, and is indeed ground for great pride on the part of our 
people. 

When one grasps the significance of all this and perceives the 
patterns of thought indelibly impressed upon the mind of every 
child, one can better comprehend how the mere suggestion that 
Japan should withdraw from her present position in Man- 
churia, must be interpreted as an insult to national prestige, 
and regarded as intolerable by the Japanese people. It would 
be disloyal to the heroes enshrined at Port Arthur who sacri- 
ficed themselves to protect the Japanese frontier from the Chi- 
nese and Russians. To surrender their position would be dis- 
loyalty to the emperor in sharp contrast to the loyalty of the 
military youth who won prestige for Japan. The Japanese popu- 
lace may not understand economic arguments, they may not 
comprehend the significance of a buffer state, or the meaning 
of stability in the face of chaotic conditions in China, but they 
do understand the emotional appeal. 

This, however, is not the whole story. We have already made 
reference to recent changes in the elementary school texts at the 
insistence of women’s organizations and the League of Nations 
Association.^ We have also recorded the recent emendations to 
texts, including descriptions of the origin and working of the 
League of Nations, which have definitely emphasized the value 
of international cooperation and non-military methods of inter- 
national policy. But the rank and file of Japanese from fifteen 
years of age upward cannot be influenced by these emenda- 
tions; and even for those now in the elementary schools there 
is more emotional appeal in the stories designed to promote 

2. Pp. 152-153. 
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loyalty than in the intelligent discussions of international 
friendship. 

When Americans remember that the boys of seventeen who 
had read Unde Tom’s Cabin, ten years later became soldiers in 
the cause for which their youthful emotions were fired, they 
must realize that this program of education in Japan niay be of 
tremendous significance. The recent changes in curriculum con- 
tent which include details concerning the League of Nations, 
its origin, purposes, and functions, may in the long run, how- 
ever, create a new attitude, one less nationalistic, less jealous 
of prestige and power than that held by the parents of the 
school children today. The inclusion of ideals of conciliation, 
cooperation, and peaceful methods for the adjudication of in- 
ternational differences may in the future mean unequivocal sup- 
port for the newer trends in national policy. Much will, of 
course, depend upon the character of instruction in the new 
subject matter. 

In this connection it is interesting to recall that the nation- 
alized, secularized schools of France, created by Jules Ferry in 
the eighteen-eighties, trained the youths who in their majority 
supported republicanism versus ultramontanism for the nation. 
That free, compulsory, secular education established by the 
Ferry Laws created a citizenry whose public opinion was strong 
against clericalism and militarism in the final issue of the Drey- 
fus case; and its chosen leaders at last achieved the separation 
of Church and State in 1905. Remembering this, one wonders 
what a new generation in Japan, trained in new concepts of in- 
ternational relationships, will think about national policies in 
relation to international polity; and one may well speculate as 
to what influence the present generation of Japanese school 
children may exercise when they arrive at their majority. 

The Japanese policies of education have been creating a na- 
tion loyal to the Imperial Family, proud and ready to give them 
military service. Now this nation has the suffrage; it has an en- 
larged content of education. Will the emotional stories of mili- 
tary heroism and "Loyalty to the State centered in the Imperial 
Family and expressing itself in military form” predominate? Or 
will loyalty to an Emperor, the head of a nation exercising an 
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international poliq^ of cooperation, conciliation, arbitration, 
and judicial settlement, hold sway? Will they give overwhelm- 
ing support to the newer trends, and commit Japan irrevocably 
to cooperation in Asia as well as in Europe? 

The answer to this question will be determined, in part, by 
forces and ideas other than those to be found in textbooks or 
in courses of study designed by the Ministry of Education. Pres- 
sure of population and consequent economic problems in con- 
temporary Japan are resulting in new evaluation of national 
policies by the youth of Japan. Men of mature years who re- 
member the mihtary achievements of the last century complain 
that the men of the younger generation to whom, alas, the 
Manchurian question must be bequeathed, do not appreciate its 
significance. The younger generation, their elders fear, may be 
much more willing to compromise, for they are much less con- 
scious of the significance of the region in relation to Japan’s 
security in Asia, because that security has been an inheritance 
which they have been taking for granted. These young men, 
say the men of fifty, may in the long run be willing to com- 
promise a position because they have not sacrificed to attain it. 
The Manchurian crisis of 1931, however, has shown that this 
has not yet happened. 

Men who make this criticism of the younger generation also 
know, but discount, circumstances which are being experienced 
by their juniors; the younger generation is face to face with 
stem economic necessities. The program of industrialization in 
Japan has put heavy burdens of taxation upon the people; the 
advantages have not been sufl&ciently distributed. Furthermore, 
young men have been resenting more and more the time de- 
manded for military training because it has often taken them 
from civil employment and left them without occupation at the 
end of the period of service. In consequence, they are manifest- 
ing less and less traditional pride in or enthusiasm for military 
training.® The younger men are, of course, emotionally attuned 
to the ideals conceived for them, but practically they are con- 

3. An analysis of student public opinion on this point given by Frank H. 
Hedges in January, 1932, p. 8, is, I believe, substan- 

tially correct. 
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cemed with getting a living. The burden o£ taxation for ex- 
tensive armaments is heavy: at present 42 per cent of the na- 
tional budget and consequently 42 per cent of each man's tax.^ 
Japanese themselves admit that Japan is spending proportion- 
ally greater sums on armaments than any other civilized Power 
on earth.® Therefore such programs of national policy as shall 
lessen those burdens are welcome. Even the emotionally mili- 
tant among them explain that it seems necessary, if possible, to 
limit expenditure for armaments in order to have roads and 
other needed benefits; this for simple economic reasons un- 
tinged by theories of international policies and politics. From 
this gtoup of younger men, militant and nonmilitant, there was 
vigorous support of the London Naval Treaty as a sensible 
measure of economy; and, for the same practical reasons, until 
September, 1931, there was every evidence for continued sup- 
port of policies leading to peaceful adjustment of international 
rivalries. 

The young men of contemporary Japan have not only been 
hostile to the financial burden of armaments which takes funds 
from productive enterprises that should develop industry and 
provide employment at home. They have also been critical of 
the structure of their newly industrialized society which, they 
think, has left them face to face with stern necessity. During 
the recent economic depression — the environment in which 
young Japanese are formulating new points of view — they have 
been taking a third position which is still further removed from 
the cherished imperialistic programs of the older generation 
than that of the non-aggressive group, who would direct re- 
sources to industrial development. When only 20 or 30 per cent 
of the men graduating from high school and university can 
find employment, they question the existing order. Perhaps the 
educational program has trained too many for clerkships and 
professions, and there are no longer places in these vocations 
because supply is exceeding demand. On the assumption that 
this is true, the Ministry of Education is at work to revise the 

4. These figures vary according to the methods of calculation. Some come out 
higher ; this seems to be a moderate estimate. 

5. E.g*, Jotaro Yamamoto, in his volume Kekai Kokusaku No Teisbo, re- 
viewed in the Sunday York Times, Jnm 7, 1931. See below, pp. 234~23J. 
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curriculum and provide training for varied occupations. This 
remedy seems scarcely adequate, especially in view of the care- 
ful analysis of the situation given by Dr. S. Washio in the Japan 
Advertiser, November, 1930. His facts indicate that the prob- 
lem is not sufficiently transitory to be materially modified by 
more varied vocational training. He explains, in part, as fol- 
lows: 

According to the statistics of the central office of employment agen- 
cies the initial salaries for university graduates for 1929 ranged from 
¥55 to ¥85 averaging less than ¥70. The graduates are classified as 41.8 
per cent employed or self-supporting; 41.9 per cent unemployed; 16.3 
per cent continuing study. In the report of employment agencies those 
graduates who do not apply for work must be classed as employed or 
self-supporting. But as a matter of fact many do not apply, thinking 
it useless. A majority classed as self-supporting have either remrned to 
their country homes or are living dependent upon relatives or friends 
having precarious and irregular jobs if any at all, so that the real per- 
centage of the employed is probably nearer 20 per cent. . . . A ma- 
jority of the graduates are condemned to unemployment and a still 
greater majority can never hope to earn much more than the average 
wage of a skilled laborer. In short, the economic stams of the average 
salary earner, as young men see it, has become as uninspiring as that 
of wage earners, while the chance of unemployment is still greater. 

As a matter of fact, unemployment in Japan is more seriously a ques- 
tion of salaried classes than of wage earners. As a social problem the 
sufferings of salary workers from unemployment feature more con- 
spicuously in the press and in the concern of the government than 
those of wage earners. It is admittedly a harder problem to deal with, 
because salaried men once dismissed cannot so easily be re-employed 
as wage earners and also because salaried classes have been used in the 
past to a higher standard of living than wage earners. This habit is 
going to be upset. ... If the principle of demand and supply is to 
be applied, the case for salary earners is distinctly poorer as shown by 
80 per cent unemployment of university graduates. But in the stage of 
readjustment there arise special psychological and social factors that 
are peculiar to a nation of middle class people like Japan. 

The movement for organi 2 ation of the proletariat is not yet in sight. 
The Japanese middle classes are still mentally slumbering in the past 
ideology. But the economic tendency that is automatically developing 
is unmistakable. 

With these facts in mind it is understandable that an honest 
and searching analysis of the results of the economic order exist- 
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ent since the Restoration has been made by university students 
who are facing the problem of the immediate future. It is like- 
wise easy to perceive why the educated unemployed have been 
fertile ground for Russian propaganda and communistic theo- 
rizing. Much of the questioning, however, has been but the 
namral outcome of Japanese conditions. The existing order 
against which they have protested has not necessarily been 
capitalism per se, for Japan has unwittingly and of necessity 
evolved a l^d of state socialism essentially Japanese. Instead, 
the criticism has been applied to imperialist projects of the in- 
dustrialists, who have been exploiters for their own advantage. 
Has the industrialization of Japan resulted in greater welfare 
to the general public? Is economic imperialism expensive to the 
common man? Imperialism has been the program quite natu- 
rally and quite generally adhered to by business men in the 
fields of international competition. They have wanted raw 
materials, markets, spheres of influence; they have at times 
been belligerent in their demands for their place in the sun. 
The young have not all been vigorous supporters of a continua- 
tion of this policy; instead they have often been critics of any 
aggressive program because of the expense and sacrifice in- 
volved. There seem, however, to be three main groups: the 
sincere theorists, sometimes leaders, who question the results 
of the old order; business men, struggling for place and power; 
and young men, critical because of their own economic prob- 
lems. 

If we would weigh these opinions we must include the elder 
statesmen, the pioneers of the Meiji Era. They, including both 
the militarists and the civil leaders, and the men of aaive busi- 
ness leadership, men of forty-five and over, we may identify 
as the oldest group; those under twenty-five we may designate 
as the youngest group; and the rest — ^men who have attained 
maturity since the World War and especially during the years 
when Japan has been associated with the League of Nations— 
we may call the middle block. This last group and the mod- 
erates of the oldest and youngest groups are thinking; they are 
trying to find a way out of the inevitable militarism and dis- 
asters of the older imperialism and the catastrophe of revolu- 
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tionary programs championed by some of the youngest group, 
who are both inexperienced and desperate. Conditions among 
laborers— agricultural and industrial — are dijfficult, and their 
opinions are equally difficult to evaluate. But here tradition 
and industry, such as prevailed under former paternalism, are 
potent factors for stability. It has been among the educated that 
revolutionary doctrines have held sway; men in universities, in 
particular, have been the active questioners of the status quo in 
Japan. The youngest block — ^men under twenty-five — are of two 
groups, conservatives and radicals. The radicals, sufficiently nu- 
merous, have provoked school and university authorities to 
measures of vigorous discipline. They have even been impris- 
oned by the Government. Others have caused deep concern to 
the educational executives for the general disturbance they 
bring about, which has manifested itself in student strikes 
against educational or administrative policy, or incendiary dis- 
cussions and questionings of the existing social order. The con- 
servatives of the student group may be counted with the middle 
block, who seek a constructive program which may avoid both 
the evils of an imperialism such as ended in the war in 1914, 
and the disasters to labor and capital alike, incident to the 
Russian Revolution. Before September, 1931, the middle block 
may have appeared to have a majority; but their answer to 
Japanese problems was not definitive, nor was their balance of 
power secure. 

Meanwhile, throughout the twentieth century, the literary 
men, novel writers, and dramatists have been weaving together 
old ideas and new ideas. Under the leadership of Natsume they 
were led to appreciate oriental values; under Arishima, who 
gave his landed estate to those who are living on it, the pro- 
letariat have been encouraged to set forth their ideas. So far, 
there is no great Japanese proletarian spokesman. Marxism is 
intellectual Marxism. It may happen that no Japanese prole- 
tarian Marxist will appear; instead, Japan may ultimately pro- 
duce a composite program which will reinterpret the Japanese 
concept of the well-being of the family,” meaning 

the Japanese people, in such terms as shall meet the needs of 
Japan' s changing civilization. 



CHAPTER VI 


SEPTEMBER 18, 1931 

W HAT happened on the South Manchuria Railway 
embankment on the night of September 18, 1931, 
may never be known. The New York Times of Sep- 
tember 19 carried the following headlines: "Japanese seize 
Mukden. Tokyo alleges attack. But Chinese say assault was un- 
provoked and unanswered.” On the same evening the Christian 
Science Monitor announced that Japanese troops had seized the 
walled city of Mukden, the capital of Manchuria, after a clash 
with Chinese soldiers. 

Peitayang, a suburb of Mukden, was the scene of the principal fight- 
ing. A Japanese War Department communique here [Tokyo} said the 
fighting started when Chinese troops attempted to destroy the bridge 
of the South Manchuria railway there. 

A cable to the New York Times the following day, said: 

With swiftness and thoroughness the Japanese troops in Manchuria, 
within the space of a few hours, have seized a half dozen strategic 
points, occupied the Mukden area, including the arsenal and barracks, 
seized communications, cutting Mukden off from the world, and are 
continuing to disarm Chinese troops all over Southern Manchuria as 
far as Changchun with a minimum of casualties. 

In the present discussion the details of the episode do not 
matter; instead, what does matter is that the moment military 
action began, at that moment all control of the Military by the 
Civil Government ceased. The Military under the Emperor be- 
came the sole judge of the necessity for further action. 

This is an amazing picture in view of the preceding narra- 
tive, which has indicated that parliamentary government in 
Japan has been developing steadily, and that parallel to that 
development there has grown up a very general advocacy of 
peace and cooperation in international affairs. The rejection of 
war as an instrument of national policy appeared to be within 
the range of possibility. Moreover, the American press on Sep- 
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tember 18 carried a summary of a study made at the invitation 
of the Japanese Minister of Finance, Mr. Inouye, with the co- 
operation of the economic research department of the Bank of 
Japan. The summary, made by Dr. Harold G. Moulton of the 
Brookings Institute, asserted that 

military retrenchment, continuation of peaceful relations with the 
United States, and sharp restriaion of the present rates of population 
are all essential if serious economic and financial difficulties in Japan 
are to be averted. . . .In the light of this analysis of the budget 
simation, it is easy to understand why the present [MinseitoJ admin- 
istration is so insistent upon further reductions of military expendi- 
mres. It is this situation which rendered acceptance by Japan of the 
London Naval agreement a vital necessity. . . . A balanced budget 
and tax reduction can be accomplished only if military outlays are 
curtailed. 

On the same date, however, the New York Times reported 
that 

on the night of September 15, when General Honjo — ^the new com- 
mander of the Japanese garrison in Manchuria — arrived, orders were 
issued to all Japanese troops in Manchuria. The test was carried out 
satisfactorily and the next morning troops began their march. General 
Honjo, who has been touring Manchuria, addressed the troops in sev- 
eral places on the great increase in banditry and ordered them to take 
drastic measures against bandits found in the South Manchuria railway 
zone. 

In view of these contrasting reports, the military demonstra- 
tion of September 18 will remain a date that, in the history of 
Japan, will mark a crisis in her national policy, her foreign 
polity, and her constitutional development. It may even prove 
to be a date of disastrous import or constructive consequence in 
the history of the international polity of the world in general. 

Thinking historically we must try to find explanations. 

Even casual recollection will immediately remind us that 
Japan has her Military and militarists just as the United States 
has her Navy League and '"America First” partisans. Yet there 
is an obvious difiference: our Navy League is a voluntary asso- 
ciation, their Military is a department of government. 

Furthermore, it should be remembered that Japanese consti- 
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tutional government when created was not as strongly a civil 
government as that of the young United States when its consti- 
tution was adopted. Japan was just deserting a feudal organiza- 
tion of society when she essayed a constitutional government. 
On the other hand, when the United States became a republic, 
she declared her independence of a constitutional society that 
had been evolving for more than a century, and which itself 
was well protected from military interference in affairs of state. 
Moreover, the disciplinary measures of the British Government, 
administered through the troops quartered in the colonies, put 
determination into the hearts of Americans to be free forever 
from military interference in civil government. 

In modern Japan, according to the policy of the Meiji Era, 
the young national army and navy, differing from the feudal 
armies of old Japan, had been developed to be like what they 
believed was the best in Europe. German officers had been im- 
ported to train the Japanese army. British officers had come to 
instruct the navy. Definite influences of pre-war methods and 
ideas still survive in the Japanese army and General Staff. This 
is but natural. Moreover, the Military have been allied with 
those "clansmen” and conservatives who have not been com- 
mitted to the complete dominance of parliamentary rule. A new 
generation, trained in new ideas, must come to place and power 
before the temper of the Japanese Military can be materially 
changed. 

These factors were handicaps to the success of such concilia- 
tory policies in international affairs as were undertaken by 
Baron Shidehara. Yet, since the policy of the Government had 
recently been openly committed to a conciliatory program, the 
militarists were inevitably alarmed for their own importance in 
the scheme of things. The acceptance of the Paris Pact and the 
London Naval Treaty had lessened the prestige of the mili- 
tarists, and the approaching General Disarmament Conference 
in Geneva appeared to them to further threaten their influence. 
Moreover, if what was believed in, and hoped for, in Manchu- 
ria could have been attained readily by conciliatory policies, the 
Military rnight have Continued to become less and less impor- 
tant to the popular mind. Confidence in the newer techniques 
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of modem international policy was developing and might have 
won — except for their seeming failure in Manchuria. 

In spite of the excellence of Baron Shidehara’s leadership, 
doubt was accumulating during the summer of 1931 concern- 
ing the wisdom of his policy. His opponents enumerated his 
mistakes, beginning with the "grand gesture” in 1925 when, in 
order to get the good will of China, Baron Shidehara’s ap- 
pointee at Peking advocated tariff autonomy for China. Riots 
between Chinese and Japanese, between Chinese and Chosenese 
over land and irrigation in Manchuria, and disturbances over 
fishing rights off the Shantung Peninsula, gave critics a basis 
for complairit that the gentleness and reasonableness of the 
Foreign Minister’s policy only encouraged the Chinese to take 
advantages which they would not have attempted under a 
firmer administration. They failed to realize that changes were 
taking place in China itself, that developing governmental and 
economic policies more than the gentle methods of Baron 
Shidehara could account for the aggressive program on the 
part of the Chinese; perhaps he understood the temper of the 
changing Chinese better than his opponents, who were con- 
sidering their own immediate objectives. The most energetic 
advocates of maintaining order with a strong arm were natu- 
rally those connected with the railway and other enterprises in 
Manchuria. They explained again and again that Japan must 
have raw materials from Manchuria for her industry, that the 
"maintenance of law and order” there is vital to Japanese eco- 
nomic necessities. The peace that was necessary, they insisted, 
could be obtained only by a strong and not a conciliatory policy. 
They forgot that the strong policy of the Tanaka ministry ended 
in a boycott which injured Japanese trade in South China and 
affeaed a larger proportion of Japanese business and industry 
than do riots on the frontier in Manchuria. These champions of 
peace and order in Manchuria, however, feared what would 
happen to their special interests, strategic as well as economic, 
in that region, if riots should become widespread. Moreover, 
many of the Japanese who normally would have preferred the 
continuance of a conciliatory policy on principle, or because of 
special interests in South China, were captivated by the mili- 
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tary episode of September 18. The strong-arm party had 
strength out of propordon to the trade balance because they 
could play on the emotional, patriotic feeling that the multi- 
tude without any vested interests have for Manchuria. Man- 
churia really is, for the immediate present, not only the crux of 
Japanese foreign policy, but the direction of that policy has be- 
come a test of the relative place of the civil and the military 
within the structure of government. 

Apologists for military action in Manchuria who profess to 
believe in the dominance of the Civil Goveriunent have ex- 
plained that the general discontent in the country among gradu- 
ates of high schools and universities due to unemployment, and 
discontent among wage earners which necessitated surveillance, 
were diverted temporarily by the military adventure. In addi- 
tion the Seiyukai party naturally championed a cause that 
would discredit the Minseito policy. Moreover, it was argued 
that Japanese policies had shown no convincing leadership and 
no goal clearly defined as an immediate remedy for the press- 
ing budgetary problems or for the industrial depression which 
Japan was facing. The military coup d’etat diverted attention 
and offered an immediate goal} 

Forceful intervention in this Manchurian crisis of 1931, how- 
ever, was interpreted not as war but as a change from a passive 
to an actively defensive policy, one compared to the sending of 
troops by the United States, Great Britain, and France to pro- 
tea the foreign settlements of Shanghai after the student strike 
and consequent riots in 1925. Japan was resorting to a positive 
use of force as did Russia in 1929 when the Chinese infringed 
what the Russians conceived to be their rights in the Chinese 
Eastern Railway in North Manchuria. Men of middle age, who 
had been occupied with advancing Japanese interests in Man- 
churia, had personal patriotic associations with the winning of 
the outposts for economic expansion so essential to the Island 
Empire. Realizing its strategic importance, and fearing the in- 
difference of the younger generation to it all, these men, re- 

1. The scientific approach to the problem illustrated by the Brookings Insti- 
tute Report (see above, p. 206) indicates, however, that Finance Minister Inouye 
and the Minseito Cabinet had an objective and a policy. Perhaps its quiet, con- 
structive character left it little known and unappreciated. 
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sponsible for Japanese investments in Manchuria, were impa- 
tient with the conciliatory policies of the Minseito government. 
To these men, in the main old-style imperialists and militarists, 
something more positive seemed absolutely necessary. 

Following upon the event of September 18 and without any 
change in the personnel of government, the change to an active 
policy came about. Who was responsible? Was it the Military 
alone? Was it the Military supported by those opposed to the 
growing power of the Civil Government and newer ideas for 
international policy? Or was there some motive perceivable only 
to those who know the intricacies of Japanese purposes? Theo- 
retically the South Manchuria Railway has no power to deter- 
mine government policy. Is it possible that its desires and pur- 
poses, well known to the Military, furnished justification for 
aaion which might strengthen the Military in popular favor? 
The policy of Count Uchida is yet to be evaluated. Whether he 
has been interested in the setting up of autonomous units, 
"committees of public safety,” which were reported in the 
American press, is a matter which some historian of this crisis 
may ascertain.^ These remind one of somewhat similar tactics 
by which the British East India Company in the late eighteenth 
century assisted in the stabilization of provincial governments 
in India and in increasing the prosperity of those regions under 
their protection. It will be very diflScult to allocate responsi- 
bility in Manchuria since the Minister of Foreign Affairs, the 
Minister of War, the President of the South Manchuria Rail- 
way, the Governor of the Kwantung Province, and the Com- 
mander in Chief of the Kwantung garrison — ^who controls the 
military policy throughout the railway zone — all have responsi- 
bility for the security and prosperity of Japanese interests 
throughout the region. 

As to the Military itself, which dominated the situation, pos- 
sibly it hoped to regain its threatened position in popular favor 
and in constimtional government by some opportune coup 
d’etat. September 18, 1931, may prove to be this coup; it may, 

2. The proclamation of an autonomous Manchuria, including Jehol (the east- 
ern province of Inner Mongolia), was reported while this volume was in press. 
See the New York Times, 19, 1932. 
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on the other hand, remain only an episode, a positive phase of 
Japan’s protective police power. This last, at any rate, was the 
interpretation put upon it by the Wakatsuki government, which 
endeavored to direct the negotiations defining the Japanese 
position and policy. From our present perspective, however, the 
move of the Military has appeared to be quite as threatening 
to developing constitutional government in Japan as it was 
upsetting to developing international pohcies directed toward 
that peaceful adjustment of international differences which was 
to eliminate war as the instrument of national policy. 

What was the impasse in Manchuria which gave the occa- 
sion for the multiform catastrophe?® Is it possible to view it 
objectively, fairly to both the Chinese and the Japanese? Is it 
possible to define principles or formulate a hypothetical but 
workable policy? 

The Japanese and Chinese were both discontented with the 
status quo. The Japanese have since explained that money due 
on loans for building Chinese railways in Manchuria was not 
paid, but was diverted to the building of competing roads, that 
the surplus revenues of the Peiping-Mukden Railway, which 
were to be reserved for the payment of British loans, had been 
granted to a Dutch contractor for the construction of a port at 
Hulutao which was to divert business from the Japanese port 
at Dairen. If this plan should function successfully, and if the 
Chinese, the principal inhabitants of Manchuria, were to divert 
their business to the Chinese system, then the vast investments 
of the Japanese, guaranteed under their treaty rights, might be 
threatened with bankruptcy. Chinese obligations for loans al- 
ready made for the building of the existing railroads must, 
therefore, be paid; the building of competing lines with the 
money owed by them must cease. But diplomatic negotiations 
to that end had seemed to be useless, for Baron Shidehara’s 
communications were not even answered. 

According to the original Sino-Japanese Treaty of 1905, the 
term of lease for the Antung-Mukden line was to have expired 

3. K. K. Kawakami and Shu-hsi Hsu, in ''Manchurian Backgrounds,” pub- 
lished in February, 1932, give a remarkable picture of the diver- 

gence and irreconcilable character of Japanese and Chinese points of view. 




RAILWAYS OF MANCHURIA 

[The Manchuria Year Book 1931, at the end, hw “ 
ing the proposed railways, which make a network of lines within 
Provinces of Kirin and Fengtien (Liaoning) , and Jehol of Inner Mongolia. The 
projeaed roads also extend across Heilungkiang Province, m three places, to the 
■ :itour 'River.] v:,. 
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in 1924. In 1915 this term was extended to 2007. Moreover, 
the lease of Kwantung, which was ceded to Japan by Russia, 
was to have expired in 1923. By the 1915 agreement the time 
was extended to 1997. In the third place, the lease of the 
Dairen-Changchun line, transferred by Russia to Japan with 
Chinese consent in 1905, was to run until 1983 with purchase 
rights after 1938. By the 1915 agreement the term was extended 
to 2002 without purchase rights until that date.* To the Japa- 
nese, treaties are treaties, and they declare that it is impossible 
to persuade Japan to relinquish the railway or the leased terri- 
tory except on the terms of the 1915 treaties. Moreover, the 
Japanese have already invested ¥1,500,000,000 or more, $750,- 
000,000 in American money, in this disputed area.® The Chi- 
nese contention is that the treaties granting the Japanese privi- 
leges in Manchuria are the treaties of 1905, two of which have 
expired (1923 and 1924), and that the treaties the Japanese are 
insisting upon are the Twenty-one Demands (already referred 
to on p. 159) imposed upon a weak China in 1915. The De- 
mands were made in spite of the fact that China as well as 
Japan was on the side of the Allies in the World War. In modi- 
fied form they were agreed to as the "Treaties of 1915” by 
Yiian Shih-k’ai, willing to try to bid for support for his own 
imperial ambition in Peking.® These 1915 treaties and agree- 
ments, the Chinese hold, were "treaties under duress” agreed 
to in unconstitutional procedure and therefore of no effect; 
China, therefore, should pay no obligations. Since the Japanese 
did not relinquish their leasehold, and are retaining the Dairen- 
Changchun line without purchase privilege until 2002, the Chi- 
nese have built a parallel system of their own. From the Japa- 
nese it was learned that C. T. Wang, when Foreign Minister, 
informed Charge d’ Affaires Shigemitsu at Nanking that before 
conceding freedom of residence throughout Manchuria as a 

4. All these treaties are in MacMurray, op. cit., I, 523, 549, 627; II, 1232. 

5. These totals are variously estimated. ¥2,147,000,000 is the estimate given 
by K. K, Kawakami, op. at., p. 11 4. The essential facts, however, are not the 
amounts but the principles involved. 

6. For an excellent discussion of the merits of the case, see T. A. Bisson, 
'The Basic Treaty Issues between China and Japan in Manchurm,” Foreign 
Policy Report, Vol. VII, No. 21 (December 23, 1931), pp. 3 8 3-3 84. 
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concomitant to the abolition of extraterritorial privileges, China 
would require the retrocession of Dairen and Port Arthur/ 
Such retrocession Japan flatly refused for any consideration 
whatsoever. Upon this point the irrevocable decision of Japan 
was made a matter of record in the Proceedings of the Wash- 
ington ’Conference, 1922.^ 

Here is the impasse: the demand for the abolition of extra- 
territoriality and the rendition of concession areas, which are 
the chosen objectives of the Chinese National Government, and 
the refusal of Japan to accede to this demand. 

Concerning the building of parallel lines, the Japanese have 
contended that there were provisions (seaet protocols) which 
prohibited the building of lines parallel to the Japanese road.® 
But how wide a belt should that cover on either side of the 
South Manchuria Railway? In a general way the Japanese have 
taken the position that it might apply as far as one hundred 
miles each side of their line. A hundred miles on either side of 
the railway is not too far for ox carts to travel across frozen 
ground in winter. Products near-by could be shipped to Dairen 
or other Japanese ports early in the autumn, produce from re- 
moter regions could be transported in the winter, and thus the 
railway would have continuous employment. Therefore, any 
new lines nearer than two hundred miles on each side of the 
South Manchuria Railway would be competition in violation of 
treaty rights which forbade the building of parallel, competing 
lines. This claim of a two-hundred-mile belt must be regarded 
as an extreme statement of Japanese demands. The most recent 
definition of Japanese policy in the matter, one of December, 
1930, appeared to be somewhat different; the Japanese seemed 

7. New York TimeSf special cable from Tokyo, October 25, 1931. 

8. P. 1070. 

9. Tbe summary of the text of the "secret protocol” to the Sino-Japanese 
Treaty of December 22, 1905, reads as follows (it is from Article III) : 

"The Chinese Government engage, for the purpose of protecting the interest 
of the South Manchuria railway, not to construct, prior to the recovery by them 
of the said railway, any line in the neighborhood of and parallel to that rail- 
way, or any branch line which might be prejudicial to the interest of the above- 
mentioned railway” (MacMurray, I, 554), 

The merits of the "secret protocols” forbidding the Chinese to build parallel 
lines, and the reported Japanese decision of December, 1930, are discussed in 
the Foreign Policy Report iot December 23, 1931, p. 394. 
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to have dropped the prohibition of parallel lines so long as the 
Chinese lines should not strangle the South Manchuria Rail- 
way.^*’ 

In answer to the arguments of the Japanese against the devel- 
opment by the Chinese of their own transportation system, the 
Chinese have explained that Hulutao, the new Chinese port, is 
one himdred miles nearer Mukden than Dairen, that Hulutao 
would also be nearer to the regions to the west and north of it, 
and therefore the building of the line from Hulutao to the in- 
terior would lessen freight charges to the Chinese raising prod- 
uce in that area. Fifty miles or thereabouts is far enough to cart 
produce for transportation by railway. 

I was informed in Mukden that the development of Hulutao 
involved a further difficulty with reference to goods entering 
that port. Being a Chinese port, it was stated to me that the 
port officials permitted the entry of goods in such a way as to 
make it advantageous to use it. It must be remembered, more- 
over, that the customhouse in Dairen is Chinese. Until recently 
the import duty paid at Dairen for Chinese merchandise 
shipped from a Chinese treaty port was refunded by drawbacks 
according to treaty stipulations.^’- On the first of April, 1931, 
the Chinese Maritime Customs at Dairen abolished the draw- 
back, thus leaving Dairen at a further disadvantage as com- 
pared with Hulutao. 

On the Chinese side complaint is made that transportation of 
goods for the Chinese via the South Manchuria Railway has 
frequently been delayed, and that in the case of machinery, 
when it did arrive some essential part would in all probability 
be missing. Whether such accusations are justified or not is be- 
side the point; they illustrate the attitude of the Chinese toward 
methods of the Japanese, whose prosperity, prestige, and power 
in Manchuria have been all too obvious. 

The Chinese, furthermore, have been resentful of supervision 
by the Japanese police in "leased areas,” especially Kwantung, 

1^, 'Hew Y orh Times, December 10, 1930. 

11. '’On being imported to Dairen such merchandise shall pay no duty, so 
long as it does not pass the Japanese frontier into the interior of China.” Arti- 
cle IX of Agreement regarding Establishment of Maritime Customs office at 
Dairen, May, 1907. MacMurray, cit., I, 636. 
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because they considered that the leases were but temporary and 
the sovereignty Chinese; they resented being asked why they 
came into Dairen, for example, how much money they had, how 
long they were going to stay, why they brought their families, 
or why they did not. They resented the frequent and annoying 
repetition of this throughout their residence there. The Japa- 
nese, on the other hand, hold Kwantung for the time being in 
complete sovereignty, which they claim was transferred to them 
from Russia in 1905. Russia had by Sino-Russian lease conven- 
tion "the entire military command of the land and naval forces 
and equally the supreme civil administration.”^^ Extraterritorial 
rights are enjoyed by no one in the Kwantung area; the Japa- 
nese exercise complete judicial authority over the Chinese, Japa- 
nese, and foreigners. "The reservation of sovereignty by the 
Chinese Government over the leased territory means, in fact, 
nothing further than the ultimate right to recover the territory 
at the expiration of the lease.”^® 

The Chinese have also objeaed to the colonizing of Chosen- 
ese upon Manchurian soil, because these units are under Japa- 
nese consular jurisdiction and supervision, instead of under the 
administration of the Chinese provincial government. In reality 
new extraterritorial units are being created. The Japanese, of 
course, argue that Japanese subjeas must have schools, hos- 
pitals, and police protection, that if no adequate provision for 
these is made locally, it is necessary to make special provision. 
The Japanese have also protested against Chinese efforts to re- 
strict Japanese holdings and settlements through an obstruction- 
ist policy which prohibited the lease of land to any Japanese in 
South Manchuria; they have maintained that the privilege of 
lease for settlement and industry was included in the Treaties of 
1915. During 1931 Japan protested against "pogroms against 
Korean settlers.” 

Another mooted question between the government in Man- 
churia and the South Manchuria Railway has concerned a short- 
line railway, the extension of the Changchun-Kirin branch to 

12. MacMumy, £7^ d/., I, 120. 

13 . Bisson, 'The Basic Treaty Issues between China and Japan in Manchuria*’ 
{Foreign Policy Association Reports^ Yo\. VII, No. 21 [December 23, 1931}, 
pp. 384-385), discusses in detail 'The Kwantung Leased Area.” 
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the border of Chosen at Hueining, which is sometimes spoken 
of as the projected Kirin-Hueining Railway. This line will give 
the agricultural and forestry products of eastern Manchuria a 
sea outlet at the Chosen port of Seishin which the Japanese are 
planning to develop. Seishin can be linked with the Japanese 
port of Tsuruga across the Japanese sea. The new line of rail- 
way running east and west at right angles from the South Man- 
churia road at Changchun would make a new trade route be- 
tween Japan and the Manchurian interior which would be 
shorter than those now in existence, except the Chinese lines to 
Hulutao ; it would make the food and raw materials of eastern 
Manchuria easier of access to the Japanese market, and that at 
lower freight charges. Furthermore, it might be possible via 
Changchun, Ssupingkai, and the terminal Paiyintala, or branch 
lines therefrom, to draw produce from the province of Jehol, 
which is part of Inner Mongolia; it might also be possible to 
draw produce from the province of Heilungkiang through 
Anganchi and Tsitsihar to the Kirin-Hueining line via the 
Changchun-Ssupingkai junctions. The Japanese would like to 
construct a straight line from Changchun to Chenchiatun, thus 
cutdng off the apex of the triangle via Ssupingkai. It is reported 
that in the neighborhood of the province of Krin to be covered 
by this projected line there are mineral resources including 
shale from which the Japanese believe they can extract oil. The 
line according to the Japanese plan is to be built with Japanese 
loans, and owned and operated by the Japanese Government. 
A bankers’ syndicate, comprising the Industrial Bank, the Bank 
of Chosen, and the Bank of Formosa — ^banks subsidiary to the 
Japanese Government — ^had by 1918 advanced ¥10,000,000 on 
this projea (this was for the Kirin-Hueining section), which 
the Chinese have blocked by refusing permission to construct 
the connecting link from Tunhua to Hueining on the Chosen 
border. As at present arranged, produce from the province of 
Kirin and the region to the west of the Changchun-Mukden 
line can go via Hulutao, when it is completed, or via Dairen, or 
Antung and the Chosen port of Fusan, much longer distances 
than that proposed by this new road. 

There is another advantage to Japan from the construction 
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of the direct short line of railway through the Kirin Province to 
the center of the region — the Fengtien Province — and beyond 
to Inner Mongolia (Jehol) and the Heilungkiang Province 
across the Chinese Eastern Railway (spoken of as the Russian 
sphere qf interest) a short line from the coast at Seishin via 
Kirin to Changchun and directly on to Chenchiatun and Paiyin- 
tala or Anganchi would have the strategic military advantage 
of being parallel to the Chinese Eastern Railway in case Japan 
should in the future have occasion to contend for place and 
power with Russia, whose line of advance or defense would in- 
evitably be the Chinese Eastern Railway. 

As the Chinese have chosen to ignore the treaties and their 
obligations under them, the Japanese have become more and 
more insistent upon the letter of the law. They have included 
also the fulfilment of other pledges which were made by Chang 
Tso-lin, such as the right to build the Changchun-Kirin Railway 
to the Chosen border. 

Beyond all this there is still another difficulty, more serious 
and more fundamental, if that is possible. Due to the weakness 
or character of the Manchurian government there has not al- 
ways been adequate policing of the region; like the rest of 
China, Manchuria is sometimes subject to banditry. Indeed, the 
greatest of the bandits, it will be remembered, was Chang Tso- 
lin who became the military governor of Manchuria.^® In spite 
of his power and that of his son Chang Hsueh-liang, banditry 
has reappeared from time to time. Sometimes it takes the form 
of hostility of rival military generals, representing diverse po- 
litical factions who are struggling for place and power. The 
autumn of 1931 saw such factions, as champions of the Canton- 
ese against the Nanking governments. General Ma Chan-shan 
of Heilungkiang Province, supporter of Chang Hsueh-liang, 
and General Chang Hai-peng, his opponent, have added confu- 
sion to the 1931 military crisis. 

14. See Count Carlo Sforza, 'European Dictatorships, chap, xi, entitled *'So- 
vietic Imperialism.” 

15. His son gave $9,000,000 from his father's estate for the building and en- 
dowment of the Northeastern University, whose curriculum and whose plant, in- 
cluding a fine stadium, a school of engineering— -which they call a factory — as 
well as schools of literature, polincal science, and law, are modeled along Ameri- 
can lines and are stalled by American-trained Chinese. 
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Against this chaos of banditry and rival military factions the 
Japanese insisted they must guard their property, their citizens, 
and their railroad. Peace and order they must have for the best 
returns from their investments ; and peace and order they would 
have by the aid of their military police, which according to the 
treaty may be increased in emergency to 15,000 soldiers. To 
this end their railway was adequately protected by guardhouses 
at the western end of every east and west line of road, and at 
the southern end of every line going north and south. In the in- 
terest of law and order they claimed to have intervened, Sep- 
tember 18, because tracks of the South Manchuria Railway had 
been torn up. For the repairing of bridges and the opening of 
transportation, General Honjo has exercised military discipline 
even across the Chinese Eastern Railway to Tsitsihar, the capital 
of Heilungkiang Province. When finally in control of the capi- 
tals of the Three Eastern Provinces — Mukden, Kirin, and Tsit- 
sihar — ^the Japanese were assured of the policing of the railway 
system. 

From the Chinese point of view that policing of the so-called 
railway zone has been an affront to their sovereignty. They have 
long argued that if the Japanese do not aspire to territorial or 
political control of Manchuria there has been no need of so 
great a military force nor of such vigilant activity as the Japa- 
nese have exercised. Furthermore, the extension of territorial 
holdings by the Japanese has been an occasion for Chinese pro- 
test. That extension of the railway zone so that it includes wide 
areas comprising municipalities in Mukden, Antung, and Ying- 
kou has been achieved by various methods, not all of which are 
within the strictest letter of the law, but which have arisen out 
of the "exigencies of the simation.”^® The Chinese in Mukden, 
for example, are resentful of the mining rights exercised by the 
Japanese in Fushun, which is near-by. Here "questionable land 
titles gave rise to controversy only partially settled through 
bilateral Sino-Japanese agreements in 1909 and 1911,” although 
since acquiesced in by China. In this case also, the original in- 

16. It is in such matters as are here suggested that the Japanese find reasons 
for not desiring to submit the interpretation of treaty rights to the World 
Court. 
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tent of the Sino-Russian agreements of 1896 and 1898, which 
did not contemplate the large-scale exploitation of the mines 
for export, has been clearly altered by subsequent practice. A 
considerable area at Fushun is now under municipal administra- 
tion established by the South Manchuria Railway. Still "further 
conflict was caused by lands taken over for 'military use’ dur- 
ing or after the Russo-Japanese war by the Japanese military. 
While such seizures may have been justified or full compensa- 
tion rendered in some cases, in other cases this action is judged 
by a recent investigator to have been 'entirely unreasonable and 
without compensation.’ 

Incidents of friction and diverse points of view could be mul- 
tiplied, yet these suffice to illustrate the state of affairs. Injustice 
and unfair advantage can be found on both sides. Yet to combat 
chaos as well as to secure their treaty rights and to end Chinese 
sabotage and undermining railway competition, the Japanese 
have precipitated a military intervention, as destructive of the 
established order and of the business and commerce of other na- 
tionals as was the disorder iiicident to the inefficient govern- 
ment of Chang Hsueh-liang. In one instance the chaos was due 
to weak government; in the other to a strong, tmcontrolled 
military government. The divergence lies in the character of the 
militarism: the one, that of military under rival leaders, not in- 
tegrated to support a national policy; the other a military di- 
rected by a staff whose purpose is to serve interests, economic 
and political, which they conceive to be essential to the welfare 
of their nation. 

Had the Japanese explained to the world the grievances they 
were experiencing, especially the nonpayment of interest on 
loans, and the diversion of said funds to new undertakings, had 
they informed the League that they had attempted to arrive at 
an imderstanding through the conciliatory diplomatic efforts of 
Baron Shidehara, and that they could get nowhere because all 
communications were ignored, it is reasonable to suppose that 
the capitalistic nations would have sympathized with Japan. 

17. Foreign FoUcy 'Reports, N oh VII, No. 21 (December 23, 1931), pp* 387- 
390, has an extensive analysis of the methods by which the ‘‘railway zone” has 
been steadily acquired. The investigation quoted is Young, Japanese Jurisdiction 
in the South Manchuria Railway Areas, p, 151, 
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Had she then said that if no adjustment of the matter was made 
she must step in and take control of the collection of her debts, 
it would have sounded familiar. Had Baron Shidehara been al- 
lowed to carry out his conciliatory program, something similar 
or something more effective might have been devised. 

Instead, the armies both of China and Japan intervened. In 
Japan, as soon as the army aaed, the whole matter was taken 
out of the hands of the Foreign Office: the army became the 
judge of its own further action, and was in control of the Japa- 
nese policy in Manchuria. According to the Japanese constitu- 
tion, the understanding is that as soon as there is military ac- 
tion, immediately the commander in the field and the heads of 
the General Staff have full discretion in regard to further ac- 
, don. This was intended to prevent interference in military af- 
fairs by politicians. In acmal fact it leaves the army free from 
control by the Civil Government. When the constimdon was 
formulated, the military side of the Government, which is re- 
sponsible to the Emperor, was assumed to be non-political and 
for the protection of the nation in time of need. But in 1931 the 
acceptance of the London Naval Treaty and the declared peace- 
ful policy of the Minseito Cabinet, as well as the episode of 
1919 , were resulting in the treatment of the Military as part 
of the Civil Government, subordinate to national policy. The 
military coup of September 18, 1931, proved the contrary: it 
appeared to be rebellion against the preeminence of Civil ^v- 
ernment within the constitutional government of Japan. Apolo- 
gists, professed believers in parliamentary government, have 
explained that exceptional conditions in Manchuria make it 
neither — that it was an emergency measure. Nevertheless, the 
present independent action of the army opens the constitutional 
question of the dominance of the Civil Government in the de- 
veloping parliamentary system of Japan. The crisis for Japan is 
a very serious one. 

The simation in 1931 was opportune for the provocations in 
Manchuria seemed to be very great. Chinese determination to 
eliminate foreign privilege in China took the form of nibbling 
away by competition, by restriction of privilege, refusal of 

18, See above, pp. 179-180. 
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grants, and repeated minor conflicts of residents over irrigation 
or land rights, and the like. The nations of the world were ab- 
sorbed in other matters; a military success six months before the 
Disarmament Conference might discredit the Minseito party, 
wliich tyas committed to the limitation of armaments. Perhaps 
in a crisis a majority of the people, enfranchised in 1925, might 
still have as much faith in the judgment of the Military as in 
that of Parliament and Cabinet. This might be especially true in 
relation to Japanese rights in Manchuria, for, as already indi- 
cated, these rights have long been identified with Japanese se- 
curity, prosperity, and patriotism. 

In such a situation in England the Government would have 
resigned. The Japanese did not. The Wakatsuki government, 
whose policy was quite the opposite and whose authority had 
been defied, remained in power. (The fact is, resignation would 
have been useless, since the Minister of War would have re- 
mained and his policy would have continued.) Instead, there 
was a slight modification of policy to fit the exigencies of the 
situation: treaty rights remained the basic principle, the method 
of enforcement was changed temporarily. The Minseito patty 
remained in control; the Seiyukai party, habitually sympathetic 
to the militarists, remained the opposition party in the House 
of Representatives. Meanwhile, Mr. Yoshizawa, who is the son- 
in-law of Mr. Inukai, the leader of the Seiyukai, was acting as 
official representative of Japan at the League’s Council in Paris. 

Recently and unofficially the Japanese have said that their 
action in Manchuria has only paralleled similar action by the 
United States in regions adjacent. 

Japanese leaders in Manchuria are now united in maintaining the po- 
sition that it is essential that Manchuria be made what it should be, 
namely, a land of peace and plenty. They are openly desirous of sympa- 
thetic understanding on the part of the American public, comparing 
Japan’s present expeditionary incursion into Chinese territories with the 
frequent dispatch of American forces to Cuba, Mexico, Nicaragua and 
Santo Domingo — expeditions undertaken less in a punitive spirit than 
with the intention of abating nuisances general to the neighborhood 
which might have become intolerable.^® 

19. Hallett Abend, New York Times, November 4, 1931. 
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Such explanation in the face of criticism of Japan for appearing 
to abandon her professed devotion to the principles of the 
League Covenant, is, in reality, but the reiteration of points of 
view we have already set forth.^® Officially, however, the Wa- 
katsuki government, though reported as surprised by jiie irre- 
sponsible action of the army, nevertheless refused proffered in- 
vestigation, and resented demands made by the League Council 
for the immediate withdrawal of the troops to the railway zone 
in Manchuria. In theory the Japanese Government refused ex- 
planation, contending that it was not a matter of international 
concern but one of local adjustment between China and Japan. 

In practice much information has sifted through; Baron 
Shidehara even spoke through the Associated Press in explana- 
tion of Japan’s position in Manchuria since the Russo-Japanese 
War. He said that in 1915 Japan 

did obtain some extension of her rights, in particular, the recognition 
of the right of her people to lease Manchurian land ; and her civilizing 
efforts resulted in enormously increasing the prosperity and population 
of the country. Then came the intense campaign . . .for the repudia- 
tion of the so-called "unequal” treaties; and this meant the repudiation 
of Japanese treaties which had secured peace and order in Manchuria. 
... 21 

Thus he clearly associated the recent Manchurian affair, as we 
have done, with the wide Chinese program for the abolition of 
extraterritoriality.^^ In relation to the matter of sovereign gov- 
ernment within the Three Eastern Provinces, Baron Shidehara 
continued, 

20. Pp. 173-174 

21. Christian Science Honitor, November 23, 1931. 

22. In this explanation Baron Shidehara discussed Manchuria per se without 
any mention of the precedent of intervention by the United States for the sta- 
bilizing of affairs in states to the south of her. In fact Secretary Stimson’s non- 
intervention policy defined (April, 1931) in relation to Nicaragua no longer 
furnished precedent for vigorous "protection of life and property" within an- 
other sovereign state. On April 16, 1931, he telegraphed representatives in 
Nicaragua: "In view of the outbreak of banditry in portions of Nicaragua hith- 
erto free from such violence, you will advise American citizens that the Govern- 
ment cannot undertake general protection of Americans throughout that country 
with American forces. . . . The Department reconamends to all Americans who 
do not feel secure under protection afforded them by the Nicaraguan Govern- 
ment through the Nicaraguan National Guard to withdraw from the country, or 
at least to the coast towns whence they can be protected or evacuated in case of 
necessity. Those who remain do so at their own risk, . . 
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the former Chinese officials fled upon the approach of our forces and 
left the unfortunate country largely destitute of constituted authorities. 
Some substimtion had to be improvised and this was spontaneously 
done by the local population, of course with the countenance of our 
troops . . . Japan regards it as entirely a matter for the Manchurian 
people tbemselves and is affording no encouragement or stimulus to 
such a development. 

The Japanese had one experience of trying to sponsor a Chinese 
government: that was in the case of the last successor to Yiian 
Shih-k’ai in Peking, Tuan Chi-jui, the provisional chief execu- 
tive of China, 1924-25.^^ This proved to be such an expense and 
failure that the Japanese have said they will not try anything of 
the kind again. Nevertheless, they do say they will not permit 
Chang Hsueh-liang to return to Manchuria, nor will they toler- 
ate the undermining of their policies as practiced under ap- 
pointees of Chang Hsueh-liang. This they are resolved upon 
even though it may seem to violate "the administrative integ- 
rity” of China.^* 

The Japanese are proud; they are tenacious of rights and 
privileges as they see them. They have insisted that interference 
by the League Council casts suspicion on their honor, that the 
insistence that withdrawal of troops precede negotiations puts 
them in the wrong, which they will not acknowledge. In aaing 
so, however, they seem to forget that the Chinese are sure to 
interpret this high sense of honor as a useful pretext for what 
is so often done under the guise of honor, but which proves to 
be aggression; from China’s side Japanese pride, which would 
protect honor, looks like imperialism on the defensive. 

The question of the validity of the treaties is one which might 
rightfully be made the concern of the League of Nations; the 
interpretation of rights under a treaty could be a matter for 
judicial opinion by the Permanent Court of International Justice 
at The Hague. Japan could have disarmed suspicion of her mo- 
tives and fear of her , actions by presenting either matter for 
adjudication. This policy was sincerely advocated by many lib- 

23. Tuan Chi-j'ui had probably been '’pro-Japanese’* since 1917. See Kenneth 
Scott 'LuoMttttt, The Development of Chma, 229, 2AB. 

24. Nine Power Treaty, Axticle I, Conference on the Limitation of Armament, 
Washington, 1922, Proceedings, -p, 1621; also see above, pp. 162-163. 



SEPTEMBER 18, 1931 225 

erals before the recent crisis over those treaties. But the Army, 
not completely controlled by the Civil Government, acted. The 
Chinese seized the opportunity to present their cause to the 
League of Nations. The pride and patriotic emotions of the 
Japanese people were so stirred, the constitutional significance 
of the military coup was so serious, that the Civil Government 
accepted the responsibility and carried on the diplomatic corre- 
spondence in a matter which was not of its creation. 

In reality, the whole Manchurian question is but the concen- 
tration in one area of all the issues involved in the preceding 
discussion — "imequal treaties,” Chinese sovereignty, extraterri- 
torial rights and privileges, the existence of foreign business in 
China, and Chinese competition with foreign privileged inter- 
ests. Yet it is even more, it is all that on the frontier of Soviet 
Russia; it is a conflict of the Chinese, whose nation is in revolu- 
tion, with a capitalistic nation whose "imperialism” seems in 
essence to be all that China has been struggling against for 
more than a generation. 

Up to the taking of Tsitsihar by the Japanese, there may have 
been an understanding between Russia and Japan; perhaps Rus- 
sia was giving a quid pro quo for the hands-off policy of Japan 
in 1929 when the former, by military demonstration, insisted 
upon her rights in the Chinese Eastern Railway. In spite of non- 
interference by the Russians, the situation has had grave possi- 
bilities. Uncertainty is not at an end. But Walter Duranty’s re- 
ports of Russia’s position as recorded in its press — ^whose func- 
tion it is to direct public opinion and public action— may be a 
reliable guide for us. Mr. Duranty has reported that the Soviet 
version is 

that Washington is aaing tinder pressure of influential banking and in- 
dustrial circles who hope to kill three birds with one stone: end the de- 
pression by selling their surplus of raw materials and manufacture to 
the warring states, smash the Soviet Five Year Plan, and weaken Japan 
as a future rival of the United States for dominance of the Pacific. 

The Pravda, having revealed the sinister plans of Secretary 
Stimson and the American kings of business, announced the 
Russian intention of frustrating such knavish tricks because 
"the Soviet will not be lured into a departure from its consistent 
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poliqr of peace, and calls on the workers of the world to judge 
between it and the capitalist firebugs.”^® Moreover, on the same 
front page is the announcement of the signing of a parcel-post 
convention between the Soviet Union and Japan- — a simple 
peaceful gesture. 

The appeal to the League of Nations by the Chinese, in Sep- 
tember, 1931, after the intervention by the Japanese for the 
preservation of what they conceived to be their treaty rights, 
was like calHng in a health department to stop an epidemic of 
typhoid after a score have died of it. In such a case measures 
can be taken for the alleviation of the sick; but prevention of 
the recurrence or the spread of the disease is possible only 
through a scientific analysis of the causes. If the health officers 
whom the Chinese have called in do not make such analysis 
and succeed in stopping the epidemic immediately — ^if they do 
not act as the Chinese believe they should — ^will the Chinese ap- 
peal to another school of medicine? Will they, contrary to their 
own local ideas and principles, attempt to ally themselves with 
communism against what they may conceive of as another dem- 
onstration of the old imperialism which has threatened China 
for nearly a century? If they do, will Soviet Russia persist in her 
peaceful policy for the completion of the Five Year Plan? 

Is it possible, in the end, to prevent Manchuria from becom- 
ing the "Balkans of Asia”? 

25. New York Tmes, November 25, 1931. 



CHAPTER VII 


EVALUATION OF THE STATUS QUO IN RELATION 
TO MANCHURIA, JANUARY 1, 1932" ’ 

W HEN we look back over recent events, and try to 
anticipate the judgments of history, it would seem 
that the larger issues of the Manchurian question 
are not those of an external struggle between army factions 
and bandits of China on the one hand, and the defensive power 
of Japan concentrated in its army in Manchuria on the other. 
Instead, it is a test of far-reaching trends within the structure 
of both countries. The real issue goes deeper than that with 
which diplomats are dealing: It is a question as to whether 
China and Japan will be able in the hour of crisis to use the 
machinery of government, including that which they borrowed 
from the West in a way to insure its future validity, or whether 
the urge toward militarism on the one hand and irresponsible 
nationalism on the other will set going forces of disruption as 
much within the state as in international affairs. 

Four facts offered themselves for serious consideration at the 
end of 1931; they appeared to be definitive factors in the situa- 
tion. First in importance — ^because it attempted to define a new 
phase of the situation in Manchuria, and because it is a product 
of the newly constructed machinery for the maintenance of in- 
ternational peace — ^was the resolution of the Council of the 
League of Nations of December 10, 1931, that China and Japan 
"undertake to adopt all measures necessary to avoid any further 
aggravation of the situation and to refrain from any initiative 
which may lead to further fighting and loss of life.” Having in- 
vited the two parties and the other members of the Council to 
keep it informed as to the developments of the simation and to 

1. This date is taken because, according to announcements of the Chinese 
Government throughout 1931, all "unequal” treaties should go by that date. 
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furnish information for their representatives on the spot, the 
resolution states: 

Without prejudice to the carrying out of the above-mentioned meas- 
ures, desiring in view of the special circumstances of the case to con- 
tribute toward a final and fundamental solution by the two govern- 
ments of the questions at issue between them, the Council decides to 
appoint a commission of five members to study on the spot and to re- 
port to the Council on any circumstance which, affecting international 
relations, threatens to disturb peace between China and Japan or the 
good understanding between them upon which peace depends. ^ 

Perhaps second in importance are the factional divisions within 
the Government of China. For a time student riots were effec- 
tive against the Nanking Government and against the Kuoming- 
tang, which had tolerated the Japanese in Manchuria and ac- 
cepted the terms of the Council’s resolution. Student riots in 
China protesting their nation’s humiliation are always disturb- 
ing to the maintenance of any concerted policy; moreover, stu- 
dents have strong communistic leanings and are, some claim, 
becoming better organized as time goes on. So-called communist 
governments exist in three provinces, Hupeh and Hunan in the 
interior, and Fukien on the eastern coast. Military generals have 
been reappearing as active provincial governors. The third fac- 
tor is the ultimate political effect in Japan of the disaster to 
Japanese economic life that has been wrought by the Chinese 
boycott of Japanese goods. The fourth and by no means the 
least significant item has been the change of government in 
Japan — ^the imperial choice of a Seiyukai Cabinet, without rela- 
tion to the Minseito majority existing in the House of Repre- 
sentatives. 

An evaluation of any one of these facts is difficult. In truth 
the answer — ^the outcome of the Manchurian impasse — ^will for 
some time remain unknown, for it will rest upon the interrela- 
tionship of the factors just enumerated. The resolution of the 
Council of the League satisfied nobody. On the surface it 
seemed inadequate to the perplexing, threatening situation 
which still disturbs eastern Asia. Nevertheless, this action may 
prove to be a greater triumph than at first appeared. The fact 
that Dr. Sze and Mr. Yoshizawa, in the presence of ten other 
national representatives for days on end, should have discussed 

2, Recorded in the December 10, 1931. 
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with equanimity a crisis which they believed involved the very 
existence of their nations, is a faa deserving consideration; it 
merited more notice than was given to the mistakes that were 
made by everybody, inside the Council and out. The existence 
of a commission to which matters may be presented may in the 
end prove to be a modus operandi out of which some construc- 
tive machinery for permanent cooperation can be derived.® The 
charaaer, and the will-to-imderstand, of the members of the 
commission will determine much. Success ought surely to at- 
tend experts who would honestly try to find out the facts and to 
arrive at a just and fair compromise, even if this should involve 
new forms and new bases for relationships. Failure must just as 
surely follow if the situation is measured by alien conditions, or 
by precedents of another time and circumstance. And, finally, 
the will-to-co6perate with the international body, both by China 
and Japan, must determine the success or failure of even a su- 
perwise commission. 

The trends of political and economic life within each nation 
will ultimately determine the outcome in Manchuria. 

Internal politics of China are beyond prognostication. The 
record stands that student demonstrations have been effective 
against any governmental policy they have attempted to block. 
The overthrow of Nanking, threatening to give Canton the con- 
trol, did not solve the Chinese problems; communistic tenden- 
cies were unimpeded, perhaps they have been strengthened dur- 
ing the absence of strong leadership in Nanking. Since the Japa- 
nese were determined that the presence and influence of Chang 
Hsueh-liang should be withdrawn from Manchuria, the prob- 
lem was a serious one for any Chinese government: defense of 
Chang increased danger from Japan; desertion of Chang de- 
veloped factions within China itself. The Chinese Government 
seemed bound to lose whichever way it turned. Eugene Chen in 
the early summer had visited Tokyo; in September he was re- 
ported to have said that the position of the Japanese in Man- 
churia was an accomplished faa and must be recognized. In 
December he suggested the establishment of civil instead of 
military government in Manchuria.* The Cantonese have even 

3. See p. 126, n. 9. 

4. The Christian Science Monitor, September 19, 1931, carried an account of a 
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advocated a federation of the states of China; this arrangement 
might have been welcome to Japan, for a local provincial gov- 
ernment in Manchuria would be easier to deal with than a dis- 
tant centralized government in Nanking. Later in the winter, 
however, Cantonese leaders, officials in the Nanking Govern- 
ment — even Eugene Chen himself — became belligerent nation- 
alists, opposed to the Japanese not only in Shanghai but in 
Manchuria as well. What politics and the political factions 
within China will do is something even their nearest neighbors, 
the Japanese, can never foretell. They undoubtedly hope for a 
policy less aggressive than that pursued by the Nanking Gov- 
ernment under the presidency of Chiang Kai-shek. With what 
government will Japan or the commission appointed by the 
League ultimately negotiate? 

The Chinese political revolution of the winter of 1931-32, 
was due; it was complicated and made more difficult of solution 
by the Japanese activities in Manchuria. Northern Chinese in 
particular were critical of the policies praaiced by the Kuo- 
mintang. The non-Kuomintang factions were large, and have 
been more and more insistent upon being included in the gov- 
ernment. The choice of a personnel was made difficult in the 
heat of the Japanese controversy because extremists — ^pro-Rus- 
sians, or moderates called pro-Japanese — ^were mutually ex- 
cluded; thus the Japanese crisis made a solution of party poli- 
tics and political factions, which was delaying reconstruction in 
China, impossible of satisfactory conclusion. 

The eflFea of the boycott, which in three months cut Japanese 
business with China to a third of what it was the year before 
(1930), and which tied up 60 per cent of Japanese shipping, 
may result in the industrialists bringing pressure for such modi- 
fication of policy as shall satisfy the Chinese so that they will 

visit to Tokyo of Eugene Chen, Foreign Minister of the Nanking rebel Govern- 
ment, which ''has not been without its effea on the situation/' The account ex- 
plained, "it is considered that Mr, Chen had the following objects in view: 

"To convince Japan that if the anti-Chiang Kai-shek movement is successful 
the new national regime in China will do its best to prevent boycotts against 
Japanese goods, agitation for the ousting of Japanese interests in Manchuria, 
agitation for the immediate return of concessions, and all anti-Japanese move- 
ments.. ■ 

"To assure Japan that anti-Chiang Kai-shek groups will favor a conciliatory 
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desist from further destruction of Japanese industry and trade. 
It may not prove to be possible to develop the economic re- 
sources of Manchuria fast enough to replace the loss of the 
South China market to Japanese trade and industry. In the 
autumn of 1931, it is true, the industrialists of Japan ^had evi- 
dently decided that there tvas enough hope for the future busi- 
ness life of Japan, if guaranties of noninterference with Japa- 
nese economic opportunity in Manchuria could be assured, for 
them to risk the crippling of business elsewhere in China. How 
long this opinion will hold will be determined by the situation 
as it develops. Japanese industrialists were undoubtedly influ- 
enced to this opinion because of the increase of import duties 
which China, now enjoying tariff autonomy, has been levying 
and is planning to levy. The hostility of the Chinese Govern- 
ment toward foreign investment in Chinese manufacmring en- 
terprises may also have been a contributing factor.® 

The fourth factor, the policy of the government in Japan it- 
self is our original objective, the subject we have attempted to 
imderstand. 

Does the appointment of the Seiyukai Cabinet mean the com- 
mitment of the national policy to the equivalent of a new 
feudal aristocracy?® Will this party ignore the democratic tend- 

poliqr in Manchuria, probably placing the veteran Chinese administrator Yen 
Shi-shan in control of this area. 

section of the militaiy elements in Japan saw the most hope in Mr. Chen's 
statements that the anti-Chiang Kai-shek groups do not favor a highly centralized 
national government and will not attempt to eliminate the various war lords es* 
tablished in different parts of the Chinese domain. 

"A loosely organized government in China, the militarists feel, would be 
much easier for Japan to deal with as she could make local arrangements with 
the Chinese leaders on the spot." 

5. The special correspondent to the Neu^ York Times ^ May 28, 1931, -re- 
ported: '‘Hereafter Chinese factories may not be sold to foreign investors, ac- 
cording to a circular issued yesterday at Nanking by the Ministry of Industry. 
It is announced that where factory owners are unwilling or financially unable to 
carry on operations, the central or local government will take over the plant, if 
it is one of any size, and convert it into a state enterprise. In the cases of smaller 
factories the government will make loans at a low rate of interest in order to 
tide them over their difificulties, and will appoint government supervisors to in- 
troduce scientific methods of management." This was a serious regulation in view 
of the fact that the Japanese were extending their control over Chinese factories 
through loans or management. 

6. Dr. Nitobe, Japan^ pp. 229-230, writes stirring paragraphs which indicate 
a real danger to Japan in the present political party feuds. He says: “If the dis- 
tinguishing traits of the national psychology, as shown in the Great Reforms of 
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encies of developing parliamentary government, and will it 
desert a conciliatory policy? Will such tendencies become es- 
tablished, or will they be a matter of short duration? Is the in- 
auguration of the Seiyukai Cabinet a desperate attempt to deal 
with Japanese economic problems by a strong policy suited to 
the purposes of the industrialists and welcomed by the sur- 
viving military clique? These industrialists would not only have 
guaranteed economic opportunity in Manchuria, they would 
also have the opportunity to compete successfully with the trade 
of Great Britain. For the assurance of this opportunity in the 
world’s markets, the Seiyukai inomediately put an embargo 
upon gold, thus causing Japan to depart from the gold stand- 
ard. 

The above questions time alone can answer finally, and yet 
they must be answered tentatively before we can get any real 
evaluation of the tendencies which we have presented at some 
length (chapters ii-v) . In brief, are the evidences of growing 
democracy and interest in constructive, cooperative interna- 
tional policy, which we have described, a veneer? 

This is the question we are inspired to try to answer because 
of the great strides that Japan has made in recent years. 
Changes in the content of education indicated that intelligence 
in matters of international relations had progressed far. Yet the 
older training in patriotism and loyalty, especially to the heroes 

our history, are (1) the stabilization of the ropl authority, (2) the broadening 
of popular rights, (3) the introduction of foreign ideas, will the next Great Re- 
form that people speak about — can the coming great movement — ^take a course 
utterly unlike that of its predecessors, and (1) lower the imperial prestige, (2) 
detrude popular rights, and (3) eschew exoticism? In other words are we ap- 
proaching an age analogous to the Kamakura Shdgunal Period, when the Em- 
peror was reverently excluded from the exercise of his power, and when the 
people were reduced to mere engines of drudgery, and when the nation received 
no impetus from abroad? 

"The present is not altogether devoid of signs of reversion to an old polid- 
cal type. Party jealousies are not less bitter than during the Gen-Pei feuds. Un- 
scrupulous Kiyomori may have his counterpart. The Communist peril has fright- 
ened the timid away from foreign influences in general. The nation is at the 
cross-roads of its destiny. Which way will it choose? 

"This Empire of ours will be wiped off the political map of the world should 
a violent hand touch our ruling House. The history of this nation will lose all 
significance for mankind should its sons fail to continue in the march of De- 
mocracy. We shall sink into nonentity, should we, through self-complacency, 
cease to 'polish our native gems with stones quarried in other lands.’ ” 
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enshrined at Port Arthur, persisted along with the new ideas. 
When, in 1931, the struggle for livelihood was thought to 
necessitate a drastic policy in Manchuria, that policy appealed 
to the patriotic and self-preservation instincts because they were 
better developed than was the rational idealism which had been 
taught for less than a decade. Intelligent training of public 
opinion for the support of rational, forward-looking programs 
of national policy, which appeared to be a plant well acclima- 
tized to Japanese environment, was, in fact, a new hybrid re- 
cently established in Japanese soil. Is it being rooted up, or 
trampled under foot? Will the emotionalism of self-preserva- 
tion, national honor, and loyalty to the imperial line expressed 
in terms of faith in the army that had won recognition for 
Japan prevail? Is Japan inevitably committed to militarism? 

The best evidence available for a negative answer may be 
found in the opening paragraphs of an address to the Kyoto 
meeting of the Institute of Pacific Relations. It was delivered 
by Yosuke Motsuoka, formerly Vice-President of the South 
Manchuria Railway, and parliamentary counselor to the For- 
eign Office in the Seiyukai Cabinet of December, 1931 — a very 
active assistant to Premier Inukai until the return from Paris 
of the Foreign Minister, Kenkichi Yoshizawa. 

Speaking of internationalism in Manchuria and Mongolia, 
Mr. Matsuoka said: 

The old conception of the state as an independent entity exclusively 
concerned with the pursuit of selfish national interest is no longer ac- 
cepted as satisfactory by a world in which the interdependence of 
peoples is increasingly more obvious; rather it is conceived of now as a 
free unit in an essentially co-operative society of nations, just as the 
individual man is the unit in society. We no longer apply a perverted 
Darwinism to the life of nations and conceive of international politics 
as a perpetual struggle for existence, as in the life of the jungle. We 
recognize co-existence and co-operative life as inherent features of hu- 
man society. The world’s statesmen, who since the Great War have been 
seeking means by which lasting peace may be established, agree on cer- 
tain fundamentals, amongst them: — ^that every race should be protected 
in its right to existence; that every race has a right to equal oppor- 
tunity for its enjoyment of civilization; and that co-operation among 
nations is the best road to this desirable end. 

As this consciousness of the rights of other nations grows, we see a 
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corresponding decline in the territorial ambitions which even recently 
were thought to be legitimate. "While yet a long time may elapse before 
the spirit of racial self-determination, or non-determination, shall exer- 
cise its full force in international life, it is gratifying to observe the 
increasing tendency to recognize the right of all states to equal treat- 
ment in 5ie family of nations. 

From this it follows that the nation which should attempt to mo- 
nopolize a superfluity of national resources of which the other nations 
stood in need would be open to condemnation from the international 
point of view. If the individual man is inalienably endowed with life, 
liberty, and the pursuit of happiness, it follows that the individual na- 
tion's right to exist is no less sacred. If this is admitted, it follows that 
each nation should make its surplus resources available for the needs of 
others. President Wilson, in his memorable message of 1917, said in 
effect that though economic equality was impossible, except through 
peaceful and co-operative development of the world's resources, yet 
every race had the right to be regarded on a plane of equality. Policies 
which propose to assure the economic and political existence of any na- 
tion by means of international reciprocity and mutual aid stand, there- 
fore, on unassailable grounds of reason and right. 

An outline of policy from another and perhaps more influen- 
tial personage closely associated with the Seiyukai Cabinet (ap- 
pointed December, 1931) is contained in a book called Keizai 
Kokusaku No Teisho ('Troposal for Japans Readjustment”) 
by Jotaro Yamamoto, formerly President of the South Man- 
churia Railway, who is spoken of by the Japanese press as 
"minister without portfolio.”^ The book is referred to as the 
*'bible” of the Seiyukai party; it is a program for the way out 
of the economic depression which Japan has suffered since the 
World War and the great earthquake disaster. His book is 
popular because it offers a program which would put Japan 
upon a new foundation for prosperity and happiness; his thesis 
is the familiar one that the function of government is to insure 
the happiness of the people by satisfying their economic wants.® 
He advocates economies in government — elimination of over- 
lapping departments and needless red tape involving an un- 
necessarily numerous personnel; reforms in education for di- 

7. The innovation of a "'minister without portfolio” has not been allowed by 
the Privy Council. Too many such ministers might increase the influence of the 
active cabinet members in the Privy Council. 

8. This book was carefully reviewed by K. K. Ksmakami in the Sunday New 
York Times Book Review^ Jmie 7, 1931. 
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versification of training; combination of army and navy into 
a Department of National Defense which should be substan- 
tially reduced since Japan is no longer goaded by inequitable 
treaties or menaced by hostile powers. He would also econo- 
mize in the diplomatic service; he sees little advantage in sitting 
at the Council table discussing the Polish Corridor or the Si- 
lesian dispute; in his opinion Japan is taking too much interest 
in the League of Nations, which is essentially Europe’s business. 
Constructively, he would have Japanese agriculture developed 
scientifically, but his most effective solution lies in his program 
for the intensive industrialization of Japan. For this reason he 
pictures the natural resources of Manchuria as entirely suffi- 
cient — food, raw materials, iron, coal, oil. He is frankly a pro- 
feaionist. It all sounds familiar; it sounds like a Japanese adap- 
tation of their conception of the principles of the poUcy of the 
United States. The program does not sound militaristic, nor 
does it sound very cooperative. It is a program for self-suffi- 
ciency — the present-day counterpart of the isolationist policy 
of eighteenth-century Japan. It may be adopted when the pres- 
ent (1932) demonstration of militarism shall have been dis- 
credited and the Military brought under control — or at least co- 
ordinated with the Civil Government — and when men of con- 
structive administrative ability shall again be at the helm. Then 
the dictatorship of a military clique will have been superseded 
by a Civil Government effective and supreme. 

It is almost inevitable that the policy of a reinstated civil 
rule shall be cooperative. Japan needs trade with the Chinese 
as well as raw materials from Manchuria; moreover, Japanese 
goods are necessary to the Chinese; some working arrangement 
whereby each gets what it wants and needs is the only possible 
settlement. Any other policy on the part of Japan, any policy 
which ignores Chinese identity and Chinese needs, will result 
in boycotts and hostilities which in the end will deprive Japan 
of her cherished gains. The actual needs of both spell coopera- 
tion in some form whether they will or not. The geographic 
and economic position of Japan in relation to Manchuria also 
makes cooperation essential for Japan’s very existence; Japan, 
for instance, has not the capital with which to develop Man- 
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churia single-handed, nor has she the population suited to life 
there; the Open Door is as advantageous to Japan’s prosperity 
as it is fair to other nations ; the population is and will remain 
Chinese. The Japanese Military may be useful as disciplina- 
rians, but they have not the experience, judgment, or training 
necessary for peaceful administration; administration is a busi- 
ness matter demanding an expert, especially trained persormel. 
"The exigencies of the situation” is Japan’s excuse for measures 
opposed by the Chinese, but the "exigencies of the situation” 
may be a two-edged sword, which will demand cobperative 
endeavor. It seems inevitable, therefore, that we should con- 
clude that the Japanese must ultimately — ^if not under the Sei- 
yukai administration — ^be cooperative with the Chinese in 
China, just as Mr. Matsuoka has demanded that the world 
should be with them. Cooperation from the world is necessary 
for Japanese existence; cooperation by Japan is equally neces- 
sary for her own existence, for Chinese stability, and for world 
peace. 

A visitor to Manchuria must regretfully admit that not all 
the minor agents of Japanese administrations in the past have 
been as fair, generous, or cooperative as the remarkable intelli- 
gentsia at home. In contending for the recognition of the need 
of cooperation with Japan, the Japanese in Japan need to see 
to it that cooperation is exercised by subordinates, and by the 
army. 

In the end the finding of a solution for perplexing situations 
in China and in Manchuria must involve assisting China to the 
realization of her ambition to become a stable, peaceful, pros- 
perous China; this point was always stressed by Baron Shide- 
hara. It is concomitant to the opportunity which Japan demands 
for herself, namely that she be allowed to share in such re- 
sources— wherever they may be — ^as she needs for her own in- 
dustrial self-sufficiency. Moreover, Chinese stability is the sine 
qua non of stability in Manchuria. The will-to-co6perate on the 
part of both China and Japan is the essential faaor. The pur- 
pose to maintain just relationships will inevitably involve a sci- 
entific approach to economic and administrative problems in 
China. Solution cannot be found in the imperialism and an- 
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archy of the past, nor in China and Japan pursuing ways apart; 
a new approach is essential. If a working basis can be found, 
principles defined, or practices initiated, they will have to solve 
fundamental problems of security, national self-respect, and 
economic prosperity for both nations. 

The need is for creative thinking and cooperative endeavor 
on the part of all nations. Japan, in spite of her military tradi- 
tion and the general belief that she is what she is, and can re- 
main and become what she will by the use of the techniques 
that the world has long understood, this Japan is in need of co- 
operation for her very existence. China is in need of coopera- 
tion — not on her own terms, nor on the terms of any other 
nationality, but through the means of a ''go-between’' with a 
scientific approach and the will to establish "right relation- 
ships.” 

'It is pre-eminently a human issue, and unless man rises 
above national egoism or realizes that each nation’s ultimate 
good lies in harmonious cooperation with the rest of mankind 
no satisfactory solution will be forthcoming.”® 

9. Nitob6, op. cit., p. 45. 



V 

IN SUMMARY AND IN CONCLUSION 



I 


IN SUMMARY AND IN CONCLUSION 


W ITHOUT doubt some deus ex machina is necessary 
in eastern Asia. 

Any answer to Chinese problems must fit Chinese 
circumstance. Adjustment of mutual jealousies, restatement of 
treaty rights, due recognition of Chinese sovereignty, and main- 
tenance of the stability essential to economic opportunity for all 
parties concerned, can only be accomplished through some 
mechanism suited to China. The Chinese have always employed 
a go-between for the adjustment of their private aflEairs, and for 
the success of their business negotiations; they need one now 
for their public affairs. Already we have noted that early in 
the history of intercourse with foreigners in Canton, the Chinese 
had their Co-Hongs to guarantee the honesty of the foreign 
trader; later the foreign traders had compradors to guarantee 
the reliability of their Chinese customers. It should be possible 
to recognize Chinese practice and work out China’s problems 
in ways related to Chinese custom, and especially in relation to 
the exigencies of the present governmental limitations which 
are inherent in the "Period of Tutelage” in which China finds 
herself. The Co-Hongs have gone and the compradors are be- 
ing replaced by expert business managers ; Chinese intelligentsia 
recognize the value of expert training and advice in business 
and governmental affairs; but the age-old practice of using a 
go-between still prevails; their appeal to the Council of the 
League of Nations was a logical aaion for them to have taken. 

Moreover, it is folly for the Chinese to suppose that they can 
work single-handed against the whole world. Relationships 
within China concern the nationals, and consequently the na- 
tions, that are party to them; adjustment, therefore, is an inter- 
national matter, even if the Chinese have the greatest interest 
in it. As a practical problem, then, it seems essential that there 
should be a go-between, qualified and recognized, as the agent 
through whom adjustments may be recommended and nego- 
tiated. Up to the present negotiations have been as numerous 
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as the nations concerned, and each has held back lest another 
get an advantage. Joint endeavor would of necessity eliminate 
this kind of bargaining and the national jealousies incident to 
it; it should also necessitate the finding of a common ground, 
the impartial statement of the case, which is prerequisite to any 
solution. If a go-between is accepted jointly by the Chinese and 
others, there can be no refleaion upon Chinese sovereignty; 
their sovereignty would have the same status in relation to the 
go-between as would the sovereignty of the other parties to the 
cooperative undertaking. 

The failure of the Council of the League, in the autumn of 
1931, to meet the high hopes that were placed in it, may be so 
disappointing as to discredit this suggestion for the time being. 
If we are honest we must recognize that that failure was due to 
political ambitions and economic complications of member 
states; it was also due to the lack of experience on the part of 
everybody, or their lack of real confidence, in cooperation. Per- 
haps the lack of active cooperation by the United States had a 
great deal to do with it, for in the absence of support by the 
United States, the Council showed itself nerveless. 

In a world made new by scientific invention, in a world 
whose health and material well-being is greatly enhanced 
through benefits derived from scientific thought and discovery, 
there is yet another field for conquest by objeaive, faa-finding 
endeavor. It is the world of political, national, economic rela- 
tionships, which involve the well-being of human society. The 
fact is that cooperative endeavor in relation to- China is yet to 
be tried. The efforts of the Council in 1931 were a beginning, 
even though practical results were disappointing. Real coopera- 
tive endeavor may be more possible because of the obvious 
lessons learned from this experience. Those lessons are un- 
doubtedly too numerous and too controversial to be discussed 
here. Nevertheless there are two which are so fundamental as 
to be beyond dispute. They need only to be stated. One is that 
conditions in Asia are not European; they are Asiatic and must 
be dealt with as such. The other is that solution is possible only 
through the cooperation of aU parties concerned, including the 
United States. 
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The old order from which the Chinese would free them- 
selves cannot be removed for them, but only by joint effort with 
them. Old treaties guaranteed equal opportunities to the nations 
in China; new arrangements should guarantee equal oppor- 
tunity to China among the nations. That, however, invojves her 
willingness and her ability to take responsibility. Ultimate suc- 
cess will rest upon her consent to cooperate even if she does not 
immediately get all she hopes for or demands. Successful re- 
adjustment in Chinese international relations also rests upon 
Japanese loyalty to the League Covenant, when the League 
comes to operate in Asia; and to an acceptance of such idealism 
as was presented to the opening session of the Japanese Diet, 
January 23, 1931, by Baron Shidehara, then Acting Prime Min- 
ister. He said: 

Only by mutual co-operation in endeavor to discover the tme bases 
of their common welfare, combined with generous and sympathetic 
understanding of each other’s points of view, can all issues between two 
nations be satisfactorily set at rest and the true interests of both parties 
promoted. 

Ultimate success in settling conflicting interests in China, how- 
ever, cannot be determined alone within the confines of Asia. 
All nations whose nationals are in China are concerned over 
the principles involved when any rivalries in China revolve 
around Chinese sovereignty and Chinese efforts for the aboli- 
tion of extraterritoriality; Aey are also involved when there is 
any question of violation of the Nine Power Treaty or the 
Kellogg-Briand Pact, to which they are party. The cooperation 
of western nations with China, or with Japan, or with China 
and Japan, in the Sino-Japanese rivalries, in view of these facts, 
is as important and as necessary as the cooperation between 
China and Japan themselves. In the end successful adjustment 
rests upon the mutual confidence of all the nations, and upon 
their will-to-co6perate. 

The way out suggested in our discussion of business contrac- 
tual relationships in China, which should make possible the 
maintenance of units of stability essential to the economic life 
which China possesses, was but an emphasis upon a method the 
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Chinese had already (1930-31) initiated. Their attempt to get 
advice and assistance from the League Secretariat for the re- 
construction of their finances and communications, and for deal- 
ing with their problems of health and education, was a begin- 
ning. China needs more than that. Temporarily, during the 
period of her internal reconstruction, she needs the continu- 
ance of special areas which shall provide, both for Chinese and 
foreigners, adequate security from the irregularities of the pres- 
ent uncertain Chinese rule. She needs also a guaranty for the 
fair dealing and just behavior of foreigners within these areas. 
All special areas should, of course, recognize Chinese sover- 
eignty, as is due, until that sovereignty is a fact within China 
itself. Applying the same principle of international cooperation, 
it should be possible to work for equable readjustment of con- 
ditions, and redefinition or clarification of rights, within Man- 
churia.’^ If the Japanese are sincere in their professions for fair- 
ness of opportunity without territorial or political ambitions, 
they can best prove it by resting their cause on its merits, and 
leaving the settlement of specific controversies to international 
expert commissions. If the Chinese recognize the vastness of 
their problems and employ experts for the initial and temporary 
management of one problem after another — communications, 
finance, foreign settlements, treaty rights, or other special points 
in controversy in Manchuria — ^then it may indeed be possible to 
hope for an early realization of their ambidon for national pros- 
perity and national honor. 

The ultimate success of such a cooperadve program rests 
on the willingness of the Chinese to recognize the limitations 
imposed upon them by present conditions within their vast de- 
pleted and disorganized body politic. It rests equally upon the 
genuine respect which the go-betweens, and other party or par- 
ties to the relationships, shall give to the sincere endeavor of 
the Chinese to win recognition and equal treatment among na- 
tions. Finally, it rests upon the attitude of the Japanese. The 
Japanese, if they recover from what appears to be military 
fanaticism, and recognize their own need of cooperation from 
the world for their own development, must know that the 

1 . See above, p. 126, n. 9. 
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recognition of agencies for such cooperation, created for the 
assistance of China, could involve no disrespea to them, nor 
bring harm to them if their cause is just. 

Through military prowess Japan, an Asiatic nation, found 
her place in the League of Nations in Europe. Through the in- 
vitation of China the League is in Asia. The League, its mem- 
bers, its commissions, the nations of the world, are facing a 
supreme challenge. 

In the last century Japan learned from the West that effective 
force demands recognition. Should China decide to turn back- 
ward and imitate; should she desert the twentieth-cenmry 
policy— the ideal of scientific management only recently initi- 
ated and operative through the League of Nations; should she 
decide, because of disillusionment, to vindicate her sovereignty 
by force, untold disaster to China and to the whole world must 
follow. If the perpemation of treaties as they stand goads the 
Chinese to desperate means for the annulment of special privi- 
leges and monopoly rights of the foreigners, if the negation of 
treaties means so serious a derangement of business as to lead 
other nations to demonstrations of protest like that of the Japa- 
nese in Manchuria, then if each nation continues to defend its 
rights and dignity by further use of force, barbarism and de- 
struction will take the place of civilization and construaive 
measures for the well-being of human society. 

In conclusion we may say, in faa we must say, exactly what 
we should have said without the Manchurian crisis of the au- 
tumn of 1931. That series of events only accenmated the situa- 
tion, and attraaed world attention to a problem that has be- 
come of major concern in international affairs in Asia. Further 
catastrophe may involve the United States and Europe as well. 
In the whole matter four primary considerations are involved; 
the abolition of extraterritoriality, the recognition of Chinese 
sovereignty, the safeguarding of business relationships, and the 
guaranteeing to Japan of the opportunities and resources neces- 
sary to her economic well-being. However complicated and 
difficult the problem may become, the solution will inevitably 
lie in a cooperation which shall aim at the fullest realization of 
all these objectives. Any one-sided settlement can be but tern- 
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porary. The necessary adjustments and agreements, and the 
machinery, administrative or otherwise, for carrying them 
through, can be evolved only when every government is willing 
to recognize that its objective is not the only one to be con- 
sidered. 

If there is such a thing as "creative evolution,” or the con- 
scious direction by mankind of their destiny, now is undoubt- 
edly the time for nations and peoples to use their intelligence 
and not repeat the mistakes of the past. The same cooperation 
which is demanded in Asia is equally necessary in Europe: it is 
as essential to the financial problems of Europe as to the ad- 
justment of treaty rights in China. France demands guaranties 
for her security, Germany needs assistance for the rehabilitation 
of her finances; the lack of cooperation is tying up the economic 
life of all western nations. In Asia, China has insisted upon her 
rights and her sovereignty, Japan upon her treaty rights and 
her dignity; each has insisted upon her will to the disadvantage 
of the other. It is essential to the peace of the world that both 
China and Japan find a working basis whereby the dignity and 
prosperity of each may be assured; it is essential that France 
and Germany find a similar modus operandi. Every nation talks 
of cooperation, but in none does there seem to be genuine con- 
fidence in it or willingness to try it. The challenge of China to 
the world, the challenge of China and Japan to each other, is 
the same challenge that France and Germany are to each other 
and to the whole world in the contemporary impasse. Just one 
thing is needed — ^the deus ex machina — and it is needed 
throughout the world as well as in Asia. The need is the will- 
to-cooperate. 
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